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MINERAL LEASING ACT AMENDMENTS 


' FRIDAY, JUNE 5, 1959 
U.S. SENnatTsE, 


SUBCOMMITTEE ON Pusiic LANDS OF THE 
ComMITTEE ON INTERIOR AND INsuLAR AFFAIRS, 
Washington, D.C. 

The subcommittee met, pursuant to call, at. 10 a.m., im room 3110, 
New Senate Office Building, Senator Joseph C. O’Mahoney, chairman 
of the subcommittee, presiding. 

Present: Senators O’Mahoney, Anderson, Gruening, Dworshak, and 
Martin. [ 

Also present: Stewart French, committee counsel, and Jerry O’Cal- 
laghan, legislative assistant to Senator O’Mahoney. 

Senator O’Manonery., The. committee will be in. order. Senator 
Anderson, would you be kind enough to introduce the subject matter 
of this morning’s hearing. 

Senator AnpeRson. Thank you, Mr. Chairman, for permitting me 
to start this discussion with reference to S. 1496 and S. 1497, both of 
which would amend the Mineral Leasing Act. 

(The bills referred to are set forth in the appendix.) 

Senator ANDERSON. My action in introducing these measures was 
taken at the request of certain constituents in my State of New Mexico 
who believe that some revision of the Mineral Leasing Act is necessary 
to enable the small independent oil and gas producers in the South- 
west to continue to carry on an aggressive program of exploration 
for oil and gas. 

As is noted in the Congressional Record and on the printed bill, 
these bills were introduced “‘by request.” 

I am willing to consider suggested changes in the law that might 
simplify the administration of the Leasing Act and that would encour- 
age exploration and development of new oil and gas fields. I would 
want to make sure that any changes in the provisions of the Leasing 
Act would not discriminate against any individual or segment of the 
oil and gas industry. . 

It was my thought that we could start with the suggestions in 
these bills and hold some hearings to determine whether or not these 
suggestions should be taken or whether something else.is needed, I 
hope that, during the 86th Congress we can explore the provisions of 
these and other bills thoroughly and determine just what changes 
should be made in the law. 

'Mr. Chairman, I asked you to hold these hearings at this particular 
time and you graciously called it for this morning, in order that 
Robert Anderson of my State could give testimony which we could 
preserve, against the day when we have further hearings. It was 
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convenient for Mr. Anderson to be in Washington today but ly 
would not be available later. I think it is most desirable that thy 
committee have the benefit of his knowledge of the oil industry an 
his views. 

Senator O’Manoney. Senator, I was going to say that it may 
appropriate t remark here that;there is at igen one other major oj] 







measure The fact is that the domestic oil industry jj 
the United States is — a sermous problem by reason of the excessiy, 
importation of oil and oil products from abroad where the crude qj] 
can be produced at a nivich lowér cost than is necessary in the Unite 
States where our standard of living for all of our people is much 
higher than it is m many of the countries where oil has recently 
begun to be produced in great quantities at very low cost. 

he only action which has thus far been taken with respect to thes 
imports is that ‘taken by the executive branch under the authority 
that is granted to the President in the last modification of the exten. 
sion of the Reciprocal Trade Agreements Act. This amounts to 
regulation of the oil industry by administrative fiat. 

he proclamation, Executive orders of the President, or the regu. 
lations issued by his appointees are not examined as bills are examined 
before public meetings of the people who are affected, and subject to 
the approval of Senators and Congressmen who are responsible to 
the people. Proclamations, Executive orders, and administrative 
regulations are drawn up by people who are responsible only to thos 
who appointed them. It is not too much to say that they are draw 
up behind ‘closed doors by appointed officials who may or may not 
know anything about the industry they are trying to regulate. 

If one would examine the Federal Register in which all Executive 
orders are printed, one would speedily realize that the bulk of Exec. 
utive orders in this country now exceeds the bulk of legislation passed 
by the Congress. 

I think this is an ominous sign because it means the gradual 
transfer of legislative authority from the constitutional authority— 
namely, the Congress—to the anonymous individuals selected by the 
President or the Secretaries of the various departments to pass upon 
matters that affect the entire public. 

This is true generally. because of recent investigations— 
hearings that the Senator from New Mexico held a year or so ago— 
the regulations issued pursuant to the Federal Leasing Act are under- 
going quite an attack. There is a good deal of confusion and allege 
tion of violation of the regulations through the ne | of options 
and leases in excess of the ‘amount allowed by the law. These charges 
and countercharges have introduced such a condition that in many 
States—certainly this is true of Wyoming—there has been almost 
complete stoppage of new work under the Leasing Act. . 

If there is anything that the country needs mght now, I think it 
is a stimulus for the production of fuel resources—coal as well as oil. 

I introduced a bill myself earlier in the year which was intended 
to provide an opportunity for a public congressional en to study 
the effect of the President’s oil import proclamation and the regule- 
tions, as well as the means and sbethade 
mote the development of search for new oil deposits and for. the 
iat means of utilizing our vast coal resourees within the domestit 

undaries of the United States. 
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No report has been received on that bill, S. 1157, which I intro- 
juced earlier this year. The time, however, has come when weshould 
old these hearings, and I am very happy that the nr is 
presented this morning to begin to study our oil problems. 

For the first time we have received this morning a report from the 
Department of. the Interior on the pending bill,S. 1496. Since I 
pave not had the oy. Torey to know what is in this report, I will 
ad the letter into the record instead of just handing it over to the 


aporter. 
his is addressed to the chairman of the full committee: 


Dear SmnAtor Murray: Thete is' now pendirtig before your committee 8. 1496, 
pill to amend the Mineral Leasing Act of February 25, 1920 (41 Stat. 437), as 


We recommend that 8.1496 not be enacted. 

8.1496 would extensively’ amend the Mineral Leasing Act of February 25, 1920 
(41 Stat. 437), as amended (30 U.8.C., see. 181 et'seq.). Section 17 of thé Mineral 
leasing Act (830 U.S.C., see: 226) now provides that leases issued thereunder 
she be for an initial term of 5 years, and shall continue so long thereafter as 
il or gadis: produced in paying quantities. Noncompetitive leases are entitled 
9 a single 5-year extension, except that leases continue in effect for as long as, 
il or gas is produced in paying quantities. Section 1 of S: 1496 would amend 
gotion 17 by substituting an initial term of 10 years and by striking out the 
provision for the extension of a nonproducing noncompetitive lease. 

A new section 17f would be added to the Mineral Leasing Act by section 2 of 
§. 1496. This seetion would provide the holder of a noncompetitive oil and gas 
ease on land neither withdrawn from oil and gas leasing nor within the gologigc 
structure of a producing field a preference right over other parties to a new lease 
on that land. However, in order to qualify for such a preference right, the appli- 
cant would have to show substantial expenditures or contributions toward opera- 
tions on the leased land or on other lands ‘useful in determining the possibilities 
of actual discovery of oil or gas on the leased lands. A noncompetitive lease on 
lands within the known Oe structure of a producing oil or gas field would 
be extended for a period of 2 years and so long thereafter as oil or gas was produced 
in paying quantities. Where drilling operations are being conducted at the end 
of the term of a lease, the extension would be the same as on a known geologic 
structure. Application for a preference right lease would have to be filed 90 days 
prior to the expiration of the base lease. 

Section 27 of the Mineral Leasing Act, as amended (30 U.S.C., see. 184), 
limits the ae which may be held under oil and gas lease in any one State to 
46,080, except that in Alaska 100,000 acres may be held under lease. This limita- 
tion would eased by section 4 of 8. 1496 which would exclude producing oil 
and gas leaseholds from the computation of allowable acreage. : 

Seetion 5 of the bill would amend section 30(a) of the act (30 U.S.C., sec. 187a) 
by establishing the last day of the lease month rather than the ‘first day as the 
elective date of an assignment. That section would also be amended to provide 
that segrated leases would continue in full force and effect for the 10-year term of 
the base lease and any extension thereof, and as long thereafter as there is produc- 
tion in paying quantities on any of the segregated leases. Any lease segregated 
wider the provisions of section 30(a) would continue, unless otherwise terminated 
under the act, for not less than 2 years and as long as any other segregated portion 
of the same lease should continue in force and effect. 

Section 7 of S. 1496 would protect any rights acquired under the Mineral 
leasing Act prior to the enactment of S. 1496. However, it would permit holders 
‘ existi eee a See them for leases issued under the statute as it would 

re y 8. i 

We believe that section 2 of 8. 1496 would prove most undesirable if enacted. 
As*we haive pointed out above, the present primary term of an oil and gas lease 
is years, but S. 1496 would make that primary term 10 years. Since under 
section 2 of S. 1496 the holder of a 10-year noncompetitive leasé would have a 
aces to # new lease on land that had not in the meantime been with- 

or found to be on the geologic structure of a producing field, the holder of 
sich & leas¢é would possess the right of holding it without discovery for a of 
10 years for a period of as much as 20 years. This seems to us unjustified. If 
diligent exploratory operations on a leasehold for a period of 10 years fail to lead 
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to a discovery of oil or gas on that leasehold, there.is a reasonable assumptio 
that oil and gas deposits are not to be found there. However, if there are py 
exploratory operations during that 10-year period, it would be manifestly unjust 


and not.in the Government’s best interest to permit the lease té.be continued f 

another 10 years and thus to deny, the lease of those lands to another who might in 
good faith wish to explore for oil and gas. We feel that the general effect of this 
section would be to deter rather than to promote development-and, by the addition 
of new categories of leases, greatly complicate the admimistration of oil and gas 


(Changing the primary term from 5 years to 10 years, as provided in section | 
could lead to some administrative difficulties, but we believe that on the whole it 
would be administratively desirable. to provide for the issuance in the future of 
10-year noncompetitive oil'and gas leases with no provision for extension except 
in case of production.. Existing lessees should not be permitted to exchange their 
éutstanding leases for 10-year leases. , fi fyay 

At the present time the 5-year extension is generally granted, although, of 
course, the extension is not automatic. The mere granting; of an extension 
imposes .a burden upon the activities of the Department, and this administrative 
burden outweighs any advantage to the Department in being in a position to 
terminate a lease at the end of the initial 5-year period. He 

However, we could mupbort a policy of -franting 10-year leases only if the 

ovisions embodied in H.R. 3263, a bill ‘“‘To amend section 17 of the Mineral 

asing Act of February 25, 1920 (41 Stat. 437, 443), as amended (30 U.S.C, 
226),’”’ were adopted. 

That bill provides for the increase in the minimum rental established by statute 
for oil and gas leases from 25 cents per acre per annum to 50 cents per acre and 
for the elimination of the existing statutory waiver of the second and third years’ 
rentals. The actual rental charged could be increased by departiiental regula- 
tion, but we would prefer to see legislation inereasing the minimum rental enacted. 
While generally opposed to the enactment of S. 1496, we would not object to the 
egecinant of section 1, if coupled with the enactment of the provision of H.R. 

Section 4 of S. 1496, in excluding producing acfeage from the determination 
of acreage held under lease for the purposes of the Mineral Leasing Act, would 
deviate from one of the original purposes of the Congress in establishing the 
acreage limitations in that act; namely, the prevention of a monopoly. of oil and 
gas production on the public lands as well.as the prevention of a monopoly of the 
acreage under lease. Furthermore, there would be great administrative diff- 
culties in keeping track of acreage under lease if this section becomes law. 
Consequently, we object to this provision. 

The provisions of section 5 have presumably arisen because of the decision in 
the Franco Western Oil Co. case (65 I.D, 316). That case held that an assign- 
ment made during the last month of the extended term of a noncompetitive oil 
and gas lease was invalid, because under section 30(a) such an assignment be- 
comes effective as of ‘‘the first day of the lease month following the date of filing.” 
Consequently, the lease had expired before the assignment became effective. 

Under section 5 of 8. 1496 an assignment would become effective on ‘‘the last 
day of the lease month following the date of filing.”” This we presume is an error 
in the text. It was probably intended to provide that the assignment be effective 
as of the last day of the lease month in which the assignment was filed. 

If section.30(a) were amended In this manner, leases would not terminate under 
the Franco Western holding prior to the effective date of the assignment.. The 
assignment would become effective on the last day of the month and thus not be 
subsequent to the termination of the lease. To section 5, if amended to reflect 
what we believe.to be its true intent, we offer no objection. 

Section 6, however, is objectionable in that,all of the various segregated por- 
tions of a lease would continue in effect as long as there is production on any one 
of them. We feel that a partial assignment creates:segregated leases which are 
then, separate contracts with the Government, As independent contracts the 
assigned and retained portions of a lease should not be affected by the happenings 
elsewhere than on their own portions of the lease. +4 
. Sinee we have already expressed our opposition to the granting of preference 
right leases and leases for a longer period than 10 years, we need not. comment 
on the substantive provisions of section 7 which would permit present lessees 
to extend their leases to cover a total of not more than 20 years; except to express 
our objection. .Parties would be permitted to hold undeveloped acreages for 
even longer periods of time than at present. 
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The bookkeeping involved ‘in this matter would be extensive. The Bureau of 

land Management which would be the agency of this Department, most con- 
with this, problem has reported on section 7 of S. 1496: 

“We suggest that the attention;of the committee be called to the enormity of 
the task that would face the Bureau in the handling of preference right lease 
spplications if this section were enacted. We estimate that this would require 

yment of approximately 45 additional personnel and would involve the 
Government in the expenditure of at least $250,000.” 
“The Bureau of the Budget has advised that there is no objection to the. sub- 
mission of this report to your committee. 
Sincerely yours, © y 
jaa RoceErR Ernst, 
Secretary of the Interior. 


Now, Mr. Anderson, I am sorry that this was so long and took’se 
much of the time we should have been hearing from you. 

Mr. ANDERSON. It has been very interesting. 

Senator O’Manonry. I knew it would be interesting to ‘you ‘as it 
isto the members of this committee. 

Will you proceed? Would you first state some of your background, 
please? 


STATEMENT OF ROBERT O. ANDERSON, PRESIDENT, MALCO 
REFINERIES, INC., ROSWELL, N. MEX., ACCOMPANIED BY 
“H. E. HARRINGTON, MANAGER, LAND. DEPARTMENT, MALCO 
‘REFINERIES, INC. » chnewel 


My name is Robert O. Anderson. I am president of Malco Re- 
fneries, Inc., of Roswell, N. Mex., a small independent oil company. 
I have been actively employed in the oil industry for the past 20 


ears. 
, Senator O’Manonry. When was this corporation chartered? 

Mr. ANDERSON. It was chartered in New Mexico in 1931. 

Senator O’Manonery. Has it been engaged in refining ever since? 

Mr. ANDERSON. Yes, sir, until May 1, at which time we ceased to 
be oil refiners for the first time in 28 years. 

Senator O’Manonery. How did that come about? 

Mr. ANDERSON. We leased our plant to Continental Oil Co. 

Senator O’Manonry. Are you engaged in exploration for oil or 
production of oil? 

Mr. ANDERSON. We are engaged in the exploration and production. 
We are no longer marketers or refiners. 

Senator O’Manoney. Do you hold leases on the public domain? 

Mr. ANDERSON. Yes, we do. 

Senator O’Manonry. How much acreage do you have? 

Mr. ANpERSON. Our total interest in public domain lands in 
Wyoming, Colorado, and New Mexico is 350,000 acres, 

r. Harrineton. Yes, approximately. 

Senator O’Manonry. Under lease? 

Mr. AnpeRson. Under lease or option in Wyoming, Colorado, and 
New Mexico. 

Senator O’Manoney. How much do you have under lease and how 
much under option in each State? 
_ Mr. Harrineton. We have less than the maximum in any State, 
Our greatest holdings under lease are in New Mexico and I would say 
in the neighborhood of 30,000 acres. 


43012—59——_2 
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Senator O’Manoney. I notice that the witness began with the las 
letter of the alphabet in the list of the three States, Wyoming, Colo. 
rado, and New Mexico. So let us stay with that listing. 

How many acres do you have under lease in Wyoming? 

Mr. AnpERSON. We are relatively new to Wyoming. However 
that is probably our most active State at the present time. We hay. 
probably 15 to 18,000 acres under lease, 75 to 80,000 under option, 

Senator O’Manonry. When did you acquire those options? 

Mr. Harrineton. At various times over the past 9 years. We 
actually became interested in Wyoming about 9 years ago. 

Senator O’Manonzy. How much exploration have you done on 
the option land? 

Mr. Harrineron. No exploration on option land other than geo. 


physical exploration. 

Senator *"Manoney. That is exploration. 

Mr. Harrineton. We have done considerable surface work.on all 
of our acreage. 

Senator O’Manoney. What sort of exploration do you think an 
option should carry on on option acreage? 

Mr. Harrineton. I think he should carry on anything that he is 
financially able to do and can justify. : 

Senator. O’Manonry. Of course, the holding of option acreage 
takes that acreage out of the hands of any other explorer as long-as 
the option is good. ' 

Mr. Harrineton. Not necessarily. We continually grant per- 
mission to other companies to conduct seismic, gravity, and other 
methods of exploration. 

Senator O’Manonry. Yes, but that is by your consent? 

Mr. Harrineron. Yes. 

Senator O’Manonry. So far as the Government is concerned since 
you have the option, you have the option and not any other company, 
except by your permission, is that not. correct? 

Ar. HARRINGTON. Yes, sir. 

Senator O’Manonry,. What exploration activities should be carried 
on to justify the holding of options? ' 

Mr. Harrineton. Any nature of activity that you may conduct 
that would lend information to the value of the land, 

Senator O’Manoney. As a land man, give us your listing of what 
you consider to be these important factors. i 

Mr. Harrineton. Any method of geological or geophysical evalu- 
ation. Seismic, gravity, surface, subsurface. © .. 

Senator O’Manongy. Anything else? 

Mr. Harrineton. Core drilling is another approach which we have 
done considerable work in. 

Senator O’Manonry. Have you done a lot of that? 

Mr. Harrineton. Yes. 

Senator O’Manoney:.. In all three States? 

Mr. Harrineton. Not in all three States. We have not con- 
ducted any in Wyoming as of yet. 

‘Senator O’Manonry. What about Colorado? . 
_ Mr. Harrington. Colorado, yes. I would hesitate to estimate 


how much we have spent, but on one minor feature or one minor 


area, we have spent a considerable amount. We have drilled some 
16 to 17 core holes in an attempt to evaluate the producing property. 
Senator O’Manoney. How about New Mexico? ae 


. eee em tet FD ee TD) ee 
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Mr. Harrineton. We are continually spinning New Mexico. — It 
is actually our most active State. Primarily in the form of drilling 
i» New Mexico. 

Senator O’Manonery. Your exploration in New Mexico includes 

gctual drilling? I mean drilling for oil? 

Mr. Harrineton. That is right. 

Senator O’Manongy. In Colorado some core drilling? 

Mr. Harrimeron.. And drilling for oil. 

Senator O’Manonzy. In Wyoming no core drilling? 

Mr. Harrineton. But drilling for oil. 

Senator O’Manonry. How many wells do you have operating for 
oil in Wyoming? 

Mr. Harrineton. Most of our holdings in Wyoming are committed 
to units. 

Senator O’Manoney. Those are lands under lease? Those s¢res 
are not options. 

Mr. Harrineton. That is right. 

Senator O’Manoney. I was talking about options. 

Mr. Harrineton. None of our options are producing oil. 

Senator O’Manoney. On your options what exploratory work 
are you doing? You misunderstood my question. - 

Mr. Harrrieton. I am sorry. 

Senator O’Manonry. Let us begin again. In Wyoming what 
exploratory work do you do on the option land? 

Mr. Harrineton. Surface and subphase studies. 

Senator O’Manongy. But no drilling? 

Mr. Harrineton. No, sir. 

Senator O’Manonry. No drilling? 

Mr. HARRINGTON,’ We never drill on option land. 

Senator O’Manonry. Do you do any core drilling? 

Mr. Harrinetron. We haven't in‘'‘Wyoming. 

Senator O’Manoney. You have in Colorado? 

Mr. Harrineton. Yes. é 

Senator O’Manonery. On the option land? 

Mr. Harrineron. I think we probably did all of our core drilling 
on leased land. 

Senator O’Manoney. Then your options, on the optioned land 
consist of geophysical examination, only? 

Mr. Harrineton. I think that is true in any instance. 

In other words, you do not commence doing anything on optioned 
lands other than ‘your geophysical exploration until you are actually 
ready to attempt to produce oil. ee 

Senator O’Manonry. In New Mexico on the option land, how 
much are you doing? } 

- Mr. Harrineron. On optioned lands? 

Senator O’Manoney. Yes. 

Mr. Harrineron. Continual geological studies. 

Senator O’Manongy. But no core drilling, no actual drilling for oil? 

Mr. Harrineton. No, sir; we never ‘drill on optioned acreage. 

Senator O’Manonty. I am sorry, Mr. Anderson, to have taken so 
much time with Mr. Harrington, but’since he'is the land tian and ‘you 
called him’ up, Et t: you would not object to my doing this: I 
think I will come back to him a little bit later. a 

Now, you may proceed. 
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. Mr. ANDERSON. My appearance here: today ison behialf of oy 
_gompany. and not:on_behalf-of anyassociation-or organization; hoy. 
~ ever, I believe [ am expressing the opinion of the majority of indy, 

nt. gpersterss 7, 2: cweseavs!) tro Mera at wens | 

am pleased to be able to -present-ourrviews on Federal:leasing ty 

this committee as the bulk of our operations are in those States wit), 
a high percentage of public lands. RiVviM 

I might say here that Wyoming, Colorado, and New Mexico ar 
our three most active States. 

Up until last month our company had been‘an active. independent 
oil refiner and.marketer,; as:well as producer. In short, we were 4 
small integrated company; however, several years ago we concluded 
that: the future of an independent company in the refining and market. 
ing fields was rapidly narrowing. 
>» As a result we have disposed of our refining and marketing facilities 
and are now devoting our full time and resources to the development 


















































sitio. 












mn gene 

of an exploration for crude petroleum and natural gas. the | 
Senator O’Manonry. Why did you come to the conclusion that [kn 
the future of an independent oil refiner and marketer is rapidly Mand gs 
narrowing? indicat 
Mr. ANDERSON. That isa very good question. proble: 
Senator O’Manoney. Yes, I know, but the answer is very impor- @ Sens 
tant. to this committee. Let me help you. Is it not a matter of fact Mito ma 
that there has been a great concentration in the refining and marketing Mwithh« 
area of the oil industry? Mr. 
Mr. ANpEeRson. Yes. I would say basically we felt we were caught §§ Sen: 
in a competitive squeeze where cost of manufacture has mounted, Mheart 
price wars were having a detrimental effect upon our markets. Ou @ Mr. 
raw material prices were relatively inflexible and great quantities of Sen: 
foreign crude were chipping away at our markets, and that the entire Mtestify 
picture added up to a pretty slim future. becau 





Senator O’Manoney. But you felt that there was still a future in 
the search for oil and the production of oil on the public domain? 
Mr. AnpERsoN. Yes. e area young group of people. We have 
put our life so far into this industry. I have reservations about the 
roduction end as well, but we are not going to get out of the oil 
usiness—we hope. 
Senator O’Manoney. What is the nature of these reservations? 
Mr. AnpERson. My biggest personal reservation is foreign crude 
without any doubt, because flush production in many of these coun- 
tries, plus governments abroad that want the quickest possible cash 
return, are putting pressure on companies operating in foreign areas 












to year. 
ether the companies acquiesce or not, there is considerable pres 

sure on them to produce. The largest market for this foreign pro- 
duction is the United States. 

Senator O’Maunonsgy., Do you encounter any difficulties by reason of 
concentration in the field of producing oil and gas?. 

Mr. Anperson. Concentration in the United States? 

Senator. O’Manonzy. Yes. - . 

Mr, ANDERSON: You mean one company? 


Senator O’Manoney. Fewer companies gainirg control of larger 
areas. me 
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Mr. ANDERSON. Yes, However, I have a feeling that it is more an 

migrowth of individual tax problems in the States than it may be 
yy economic pressure. I think that properties tend to go to larger 
ompanies by virtue of personal situations—death of an individual. 

Senator O’Manoney. The holdings of the larger companies are 
xpancung. 

. ANDERSON. I am sure of it, yes, undoubtedly. 

Senator O’Manoney. Do you think that the Government policy 
hould be one to promote that expansion of holding by larger 
00 a, small companies and perhaps even individuals, if that 
ere possible. 

Me ANDERSON. I would say I would lean a little toward the latter 
part of your statement, but in all fairness to both sides, I think unless a 
really great concentration developed that a watching aid waiting 
ysition would be a fair one. I do not believe the independent oilman, 
ngeneral, has doae as well as he has unfortunately been represented 
to the public as having done. 

I know of very few people who are engaged in the production of oil 
md gas that are not fairly extensively in debt. I think that itself 
mdicates that it is not a business without considerable risk and 
moblems 
: Senator O’Manoney. Perhaps Mr. Anderson, I should permit you 
to make your statement before I interrogate you further. I will 
withhold mry questions for the present. 

Mr. ANDERSON. We got off on a rather large sideline. 

Senator O’Maunonery. You can see how important it is. It is the 
heart of the question. 

Mr. ANDERSON. It is part of the overall problem very definitely. 

Senator O’Manoney. I want to know eventually whether you are 
testifying in favor of this bill or against this bill and whether it is 
because of the effect upon operations and concentration of economic 
power. : 

Mr. AnprRson. Senate bill 1496 and what I understand to be a 
ompanion bill in the House of Representatives are of particular 
interest to us as we feel they represent a starting point for much 
needed liberalization of the Federal Leasing Act. 

Under the present regulations oil and gas development on public 
lands is being retarded by provisions that originated on the very com- 
mendable premise that maximum opportunity for all should be ex- 
tended insofar as public lands are concerned. 

Mining preceded oil and gas by many decades in the stewardship 
f public lands and the public lands mining laws offered unparalleled 
portunity for many people in the last century and still continues 
todo :o to a lesser degree. 

The early and rathér stringent restrictions did not materially 
hamper the development of independent oil production in the Western 
states during the years when a cable tool rig coupled with perseverance 
tad a little surface geology could account for a major oil discovery. 

Unfortunately, this situation no longer exists and the maximum 
beneficial development of the public lands must be accomplished by 
stronger and more skilled. hands than heretofore. Development, and 
particularly that of the independent operator, is a long, drawn-out 
Process, and extension of lease. periods offers greater opportunity for 
versified ownership than excessive restrictions on ownership. 
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From my own observations the larger companies are not adverse to 
the present 10-year maximum period of an oil and gas lease inasmuch 
as they have ample resources to embark on an expensive crash pro. 
gram in an effort to perpetuate by production any expiring lease they 
wish to protect. 

In this day of 12,000-foot and deeper holes, such a program is pro. 
hibitive even to a reasonably well-established independent operator 
such as ourselves. 

In short, while I believe that 5. 1496 in authorizing extensions of 
existing leases is doing something of great benefit, to, the smaller opera. 
tors, since its introduction some definite reservations have crept into 
my mind as to the administrative problems the land office may face 
insofar as the “preference rights” are concerned. Considerable ro. 
sponsibility is thrust upon the Department as well as the operator in 
providing proof of substantial expenditures in order to obtain a pref. 
erential lease. 

We have given the matter much thought. and I must confess that 
we are somewhat at a loss as to a procedure that would protect both 
the Department and the operator from the threat of subsequent attack 
questioning the substantialness of expenditures, and in turn the 
validity of the lease. 

A cloud of leasehold titles.is the quickest and most certain method 
to halt development and exploration; a situation that is coming into 
existence even today in connection with the validity of options and 
their “‘pedigrees.”’ 

This is a contingent problem in S. 1496 unless safeguards can be 
provided for and it is our opinion that an automatic preference right 
at a higher annual rental might correct this problem and at the same 
time afford additional revenue to the Government. 

At this point, I meen ee that I think such revenue would more than 
offset. the quarter of a million dollars per year the Secretary refers to 
in his letter as the expense of such extensions. 

In short, we believe that liberalization of the Federal Leasing Act 
to provide for longer terms, as well as the other desirable features of 
S. 1496, is consistent with the public interest, 

The public lands offer one of the greatest potential sources of oil 
and gas in the United States and a realistic program for its develop- 
ment could mean substantial quantities of domestic production for 
decades ahead. | 

The full benefits from a greatly liberalized utilization program would 
probably not be realized for at least a decade; however, when one 
ooks at. the estimated petroleum requirements some 10 years hence it 
behooves. us to start canmepmnant now unless. we extend and enlarge 
our present dependence on foreign reserves. 

It is. my hope that Senate bill 1496 is the first step in a new and con- 
structive public land policy insofar as oil and gas leasing is concerned. 

Senator O’Manoney. Do I understand from what you have said, 
aoa Anderson, that you would change some of the provisions of this 

Mr. Anpgrson. The one provision in there which bothers us to 4 
certain ee is that an extension is contingent upon a showing of 
substantial expenditures, 

Senator O’Manoney. Where is that in the bill 
Mr. Freuncu,, It is found on page 2, line 15, of S. 1496. 
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Senator O’Manoney. Thank you, Mr. French. 

This is & proviso beginning at line 12, part of section 17(f) which is 
gnew provision, not appearing in the present law. 

Provided further, That the applicant for such preference right lease shall submit 
evidence pursuant to regulations to be issued by the Secretary of the Interior, 
howing substantial expenditures or contributions toward operations on the 
ased lands or on other lands, which would be useful in determining the possibil- 
ities of actual discovery of oil or gas on the leased land. r 

I take it that your objection lies in the fact that substantial ex- 
penditures are varying and undefined? 

Mr. ANDERSON. Yes, sir. 

Senator O’Manonry. The Bureau of Land Management would 
make the decisions on its own standards and in accordance with its 
own ideas? 

Mr. ANDERSON. Yes, sir. 

Senator O’Manonry. Or the Department of the Interior. We do 
not know by whom that decision will be made. 

Mr. ANDERsoN. That is correct, but it is a decision that involves 
an individual problem. 

Bens tor O’Mauongy. What would you suggest as an amendment 
of that? 

Mr. ANDERSON. Our feeling would be that an automatic renewal 
ata substantially higher rental would permit the lessor or the lessee 
to keep the lease and still provide additional revenue to the Govern- 
ment. I should think a dollar per acre would be a reasonable rental 
in om} second 10-year period, which would double the present prevailing 
rental. 

Senator O’Manoney. Of course, this provision of section 17(f) is 
designed to allow the holder of an expiring 10-year lease to acquire a 
renewal without having done anything on that lease. 

ee. Anperson. The way I would propose it he would be permitted 
to do so. 

Senator O’Manoney. Should he show anything to justify the 
preference right over others? Let us assume that there is an area 
covered by a noncompetitive oil lease. It is an old lease; nothing has 
been done on it. No actual drilling has taken place, but the 10 years 
are expiring and the holder of that lease wants it extended and wants 
the preference. 

But suppose there is a competitor who is able to show that he will 
bein a Pea immediately to drill. Should there be a preference? 

Mr. AnpErson. Yes, I still think there should be. I take issue with 
the Department’s position of 10 years being an adequate period to 
test an oil and gas lease. 

Senator O’Manonry. Let me pose the following example: Your 
company has held a lease on considerable acreage and has done a lot of 
work on it. As a result of that work it has become reasonabl 
possible that an adjoining lease, held by another company, on whic 
nothing has been done but on which, as a result your work there now 
is reason to believe that production would result if the work were 
actually done. Suppose you, because it is adjoining land, would like 
to have that and your acreage limitations did not prevent you from 
getting it. Should you be excluded? 

Mr. Anpgrson. Yes. My premise is that 10 years is not enough. 
It is based on this: Forty years ago—we will look at Wyoming as a 
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hypothetical case—the Powder River Basin was under the origin] 
state of development. Today, it is still in what we think is an early 
stage of maximum development, 40 years later. 

However, it is a little bit like an Easter egg. The “eggs’’ that were 
éasy'to find were found 40 years ago. What is left today is relatively 
slim pickings., There may be some fields of the same magnitude as 
those. discovered earlier but the cost of discovering them, the cost of 
edt ig them, and years of subsurface work have increased enor. 
mously. 

Every well that is drilled to depth in the Powder River Basin 
contributes to the total knowledge of everyone operating in the area, 
Even. a large company would find it practically prohibitive to do all 
of the drilling and development work that goes into the total develop. 
ment of an area like the Powder River Basin. 

Senator O’Manoney. Do you want a situation when some lessees 
may hold land in idleness when others want to drill it? 

he Government of the United States is the owner of this public 
domain. The Government of the United States needs revenue bhe- 
cause of the fiscal status of its affairs at this moment. 

Mr. Anprerson. There are two problems. One which represents 
the position of the independent operator and the other of the major 
company. As long as every company is restricted to 246,000 acres 
of leased and optioned land, it makes it difficult to sit for any great 
length of time upon a lease because a 246,000-acre limitation—I don’t 
know what it means in Wyoming—in New Mexico it means that the 
maximum that any one company can control is seven-tenths of | 
percent of the public land. 

When you consider that in all probability there are not over 100 
companies operating in New Mexico today capable of drilling and 
exploring substantial areas of land, and when you name a hundred 
you are naming some pretty thin explorers in there. 

There are possibly 30 or 40 really big, major companies and very 
substantial producing companies, and we do not include ours in there 
by any means. The balance are established independents with a few 
remaining out of that which are probably promotions, Actually, 
there are a limited number of companies that can undertake explora- 
tion today. ‘ 

Senator O’Mauonry. Do you think this bill is designed to help 
the independents? 

Mr. Anperson. Yes, sir, I do. 

Senator O’Manoney. Do you think it will help the independent? 

Mr. Anpgrson. I would say if this preference right could be re- 
solved in such a way as to be a clear-cut decision it very definitely 
would help the independent. : 

Mr. Harrington would like to say something. 

Senator O’Manonry. Yes, of course. ; 

Mr. Harrineton. Our present .position right now in not only 
the State of New Mexico but Wyoming, is fairly competitive even 
with the larger companies because we managed to build our leasehol 
interests up over a period of the. past 10 or 12 years at a reasonable 
figure, a figure that we can hold. 

At the present time that majority of those lessees are reaching the 
end of their terms. In the meantime inflation has hit the oil 
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siness aS or as acquiring oil and gas leases is concerned, as well as 
pverything else. : 

In the coed 2 or 3 years, we could be down to a very miner holdin 
jany type lease, Federal, fee, or State in a market that has reach 
uy inflated point so that we could no longer compete with the major 
ampanies at all. 

In other words, we cannot replace our leases on the present market 
io the extent that we now hold. No other independent of our size 
smaller can do it. 

Senator O’Manoney. I take it that I mean by that because of the 
of the existing situation the independent operator with less financial 
¢rength than the major company must have immediate action. 

Mr. Harrinetron, It needs relief, that is correct. 

Senator O’Manoney. The independent, if present holdings run out, 
wil find it difficult. to renew those holdings? ° 

Mr. Harrineron. That is right. 

Senator O’Manoney. Unless some relief is granted it means that 
the independent will be suffering and the major will be profiting. 

Mr. Harrineton. It won’t necessarily he profiting. They are 
till limited to what they can hold, but it will reach the point where 
there will be idle areas that the independent normally would be 
developing. a 

Senator O’Mauoney. This bill would aid both the major and the 
independent, would it not? 

Mr Hargineton. I think that anything that aids the major in 
coe the public domain land helps the independent because we 
have to live with what they have to live with. 

Senator O’Manonzy. Do you think any distinction: should be 
made between the major and the minor? 

Mr. Harrineton. That is my worry about the method of granting 
the extension that is provided in the present bill. Who is to deter- 
mine it and how? Where are we going to draw the line? 

Mr. ANpDeRson. Mr. Chairman, I would like to say this. The last 
6or 7 years, I think, have been increasingly difficult from the point 
of view of the independent producer. We have, as the result of a 
considerable inroad from foreign production, had a period of less 
activity in the Mountain States and the Federal land States than we 
would have had if the United States had been totally dependent on 
its own resources for crude. 

As a result, I believe that the independents, and certainly we feel 
that we have, lost. an intangible position that we might have had in 
the last few years in the way of development if the foreign production 
had not entered into our markets. 

All of the companies that go abroad—and I think this is without 
exception—have gone on the basis of leases that have 50- or 100-year 
terms. I think the foreign countries are recognizing the need for 
longer periods to make detailed geological exploration than we recog- 
nize in this country. 

We certainly feel, as Mr. Harrington has mentioned, that we are 
coming down over the next 5 years to the point where we will almost 
be out of our nondeveloped oil and gas leases. 

Senator O’Manoney. Have you any idea of how much acreage on 
the public domain is held by way of option or lease by major com- 
panies which are also operating in foreign fields? 

43012—59——-8 
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Mr. Anperson. I would have to hazard a guess. I would say the 
amount held by companies with foreign operations is probably the 
majority of the land held. 

Senator O’Manoney. You say that probably a majority of the land 
held under lease or option on the public domain is held by major com. 
panies which also operate abroad? 

Mr. ANDERSON. Yes, sir. 

Senator O’Manoney. Mr. Harrington, what is your guess? 

Mr. Harrineron. I will agree wholeheartedly. 

Senator O’Manonety. Both of your realize, of course, that the tax 
laws of the United States ieoide incentives for the investment by 
major companies of their capital in foreign oil lands? 

Mr. Anperson. Yes, sir. We are very familiar with it. Over the 
last few years we have looked at some foreign properties ourselves 
with the idea of going into it. However, we have never invested 
abroad and I am sure at this date we never will. 

Senator O’Manoney. What would you think of & provision in this 
bill or in some other bill which would place a real limit on the amount 
of land on the public domain that a company operating abroad would 
try to hold? In other words, how about a provision that would 
encourage the independent by giving him a better chance at the public 
domain than the major company which operates abroad and has the 
benefit of these tax incentives? 

Mr. Anprerson. I would say this: I think it would be discrimina- 
tory and I would think probably not in the best interests of the 
industry. However, I, for one, think that the companies operating 
abroad have yet to bring home the bacon. 

Senator O’Manonry. They bring home the oil. 

Mr. Anperson. They have a lot of money over there yet, in our 
opinion. 

Senator O’Manonry. Yes; I know. But they are bringing oil in 
such quantities that first voluntary controls were called for on their 
importations and how, mandatory controls under the proclamation of 
the President of the United States. At the same time these importing 
companies are filing application after application with Captain Carson 
to have more lenient treatment and be allowed to bring in more oil; 
is that not true? 

Mr. Anperson. That is correct; yet I do not envy the companies 
that are operating abroad. I think they are under tremendous pres- 
sure to bring this oil in from their stockholders. 

Senator O’Manoney. I hope that the American companies operat- 
ing abroad and taking these great benefits from our tax incentives will 
get the news that Mr. Anderson, from New Mexico, testifying before 
this committee, thinks it will be discrimination against the big com- 
panies if they were to have a limitation on their leases on the public 
domain. 

Mr. ANpEeRsON. That may sound like an odd position to take, but 
I would say it without any hesitation. While we are probably 4 
victim of competition in refining and marketing, I am not so sure that 
in the highly competitive society such as we have today that maybe 
we are like the one-horse shay. In other words, as an independent 
refiner, maybe we had to go 

Senator'O’Manonery. Mr. Anderson, let me hand you a copy of this 
bill. Let us begin at the beginning. T will invite your comment on 
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ach section because the letter from the Department that was read this 
yrning does that. ona 

[will ask you to state whether you have any particular comment to 
make on section 1. 

Mr. ANDERSON. Section*1,: we feel;-is-a very definitive. stép -for- 


i; It, in effect, does what two 5-year,periods are going \to do 
uyway. Practically everyone requests a renewal on a Federal lease. 
% I would think that the administrative gain in issuing one 10-year 
jase rather than two 5-year leases, would be an improvement. 

Senator O’Manonry. This is definitely approved by. you. 

Mr. ANDERSON. Yes; we most certainly approve. 

Senator O’Manoney. Then, section 2, that is the addition of. the 
yew section 17(f), you have already criticized the substantial expendi- 
ure provision. 

‘Mr. ANDERSON. Yes; it bothers us very much. 

Senator O’Maunoney. I agree with you on that. I say this with- 
out hesitation. Ordinarily, I would not make any comment as to 
ny own Views in carrying on questions of a witness because, as they 
sy on “Meet the Press,” the questions of the interrogator are not 
necessarily a reflection of his point of view. They are designed’ to 
obtain the information of the witness. 

But “substantial expenditures” is a phrase which gives discretionary 
pwer to the Executive and that should not be done. 

Mr. ANDERSON. Yes, sir. 

Senator O’Manoney. Is there anything else you want to say about 
setion 17(f)? 

Mr. ANDERSON. I believe that is it. We approve in theory of the 
idea of the extension. It is the method that bothers-us. 

Senator O’Manoney. Mr. French, if you have any questions to 
sk, you may. You are the counsel for this committee. 

Mr. Frencu. Sir, I am concerned about the ‘or on other lands,” 
in lines 16 and 17. 


The expenditures or contributions on the leased lands or on other lands * * * 


Some of these structures, sir, as I understand, extend for miles and 
miles and miles. Theoretically, if you made an expenditure on a lease 
that was miles away from the lease under discussion you would have 
‘7 to renew it without having spent a cent on the leased land 
itself. 

Mr. ANpERsoN. Yes; and we think the new lease would be perma- 
nently in question as to whether the decision was valid. The theory 
of extension, however, I think is extremely helpful to the independent 
and the major segment of the industry. 

Senator O’Manoney. I take it that your purpose is to have the 
lw amended so that the operator in good faith may be granted relief 
from the present conditions, but also that the large holdirigs should 
not be held in idleness. 

. ANDERSON. Yes. 

Senator O’Manonry. You want to encourage the search and pro- 
duction of oil. 

ae feron, Yes, and we feel that a longer lease is consistent 
with that. 

Senator O’MaAnoney. If it is not consistent with that then the 
tems of the law should be.so changed as to make it consistent? 
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‘Mr. Anperson! Yes; sir’ | 

Senator O’Manoney. Very well. 

Mr:.O’Canracuan. This:phrase “on other lands” refers:to:dry-hole 
money, does it not? 

‘Mr. Anperson. Iwould assume’ that. ; 

Mr: O’Catitacuan, A contribution for somebody to. drill lands 
adjoining’ or nearby: if you contribute to that exploratory effort, 
Then, under the terms of this-seetion you: would have-spent money in 
substantial-sums for the lease which was held? 

Senator O’Manonry. But the language’ is broad‘ so that it is not 
held down to dry-hole money. 

— Anperson. I think dry-hole money would be definitely under 
this. 

Mr. Frencua. It would not have to be adjoining or nearby: 

Mr. Harrineton. I would think any money spent in'any geological 
province, or basin, is helpful in the evaluation of any ands in that 
pedeines even though it may be 90 miles away. Where are you going 
to step? 

Senator’ O’Manonry. But this does not say in the basin. 

Mr: Anperson. It is pretty vague: 

Mr. O’CatiaGuan. That is what I mean. It gets to be a question 
of judgment. 

r. ANDERSON. That is the problem. 

Senator O’Manoney. Mr. Anderson regards: this as being vague. 
Now, how about section 3? 

Mr. Harrineron. Senator, if I may, before we leave this section 
there is another very desirable feature to this, in that it provides for 
drilling operations at line 22: 

A noncompetitive lease for land on which drilling operations are being conducted’ 
at the end of the term of such lease shall be eitetided-— 

and so on. That is a very desirable feature and consistent with the 
standards of the industry as contained in the usual form of fee lease 
and State lease that permits you to protect yourself. 

In other words, right now, we consider a Federal lease for all prac- 
tical p ses, at the most, a 9%-year term. You just would not dare 
start drilling operations in the last 6 months where you were faced 
with 12,000- to 14,000-foot depths. 

Senator O’Manoney. You have no objection to that? 

Mr. Harrineton. We want that very much. 

Senator O’Manoney. I understood that to be the case. 

Mr. Frencn. Sir, may I ask a question about the very end offthat 
section, namely, page 3, line 11: 


whose operating agreement has been approved or filed for approval. 
That “filed for approval,’’ leaves the door open for merely pro forma 
action. An operator might file something that he knew would never 


be approved. 
. Mr Harrincton. I think the same situation has been covered in 


legislation to permit a person who has equity, altheugh the 
ureau has not yet acted—in other words, maybe they have a back- 
log of work, and he has an approval instrument on file and they have 
not acted, He is permitted under this to protect his equity. 

Senator O’Manoney. But it does not require the existence of that 
equity as a first step to get the approval? 
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Mr. Anperson. No. I think it is all right, 

Mr. Harrineron. It is very desirable. 

Senator O’Mauoney. We are trying to get your point of view now. 

Section 3——— 

Mr. ANDERSON. That is technical. Section 4, excluding produc- 
ing acreage. We think that is a sound provision. I cannot conceive 
of anyone having enough productive land that it would border on 
the monopoly position. The amount of Federal land that will have 
been productive even at the most optimistic figures would preclude 
any monapely position by anyone. 

Senator O’Manoney. You are not referring to the first part of this 
section beginning in line 21 of page 3: 

No person, association, or corporation except as herein provided shall take or 
hold at one time oil or gas leases exceeding in the aggregate 46,080 acres granted 
hereunder in any one State, except that in the State of Alaska no person, associ- 
ation, or corporation, except as herein provided, shall take or hold at one time, 
oil or gas leases exceeding in the aggregate 100,000 acres granted hereunder. 

You make no comment upon that part of the section. 

Mr. AnpERSON. No, sir. It is our feeling that the combination of 
land under option and lease rolled into a lump figure of 246,000 
acres under lease would probably be simpler to aaiianaer and would 
not affect a ee availability of public lands. 

Senator O’Manoney. In other words, you would do away with the 
distinction between options and leases? 

Mr. ANDERSON. Yes, sir. We feel that in effect, everyone is try- 
ing to come as close as they can by virtue of options to holding their 
maximum acreage, if they have the money to do it, and it is an 
unwieldy method of handling it. 

Senator O’Manoney, How long do you think optioned land should 
be held without actual exploratory work? I do not mean the gesture 
of exploration but actual exploration. 

Mr. Anperson. If it were all put into leasehold, there would be 
no distinction. 

Senator O’Manonzy. In other words, you would, abolish options 
altogether? 

r. ANDERSON. Completely, and enlarge the holdings to 246,000 
some-odd acres. 

Senator O’Manoney. And you would. make those leases 10-year 
leases regardless? : 

Mr. AnpErson. They. would. be full-fledged leases. 

Senator O’Manoney. Even though taken only for options? 

Mr. Anprrson,, Yes, sir. ; 

Senator O’Manonery. Then you would eliminate from the compu- 
tation those lands u which production is actually taking place? 

Mr, AnpERSON.: Y¢@s, sir. Clad ' 
Senater.O’ManHoney. Would you mean all the leases? . 

Mr. Anperson. I would think only the productive area. | 
F Mr. Harrineron. The productive lease itself? on : 
* Senator O’Manoney. Let us read it: “Provided that producing oil 
and gas leases shall be’ excluded in determining the acreage holdings 
under this section.””. That means the entire area of a particular lease, 
does it not? pti 

Mr. Harrineton, Yes, sir. 
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Senator O’Manonzy. You would exclude that, even though there 
were only one producing well on the entire lease? 

Mr. Harrineton. I would think that would be administratively 
desirable, from the standpoint of the Bureau and the operator. 

Senator O’Manoney. Would it be desirable in promoting the pro. 
duction of oil? 

Mr. Harrineron. I do not think it would have any effect on the 
ee of oil. It would not relieve the operator of the need for 

urther investigation of that lease as he would normally do. The 
lease would be held by production in any event. 

Senator O’Manonry. But the leaseholder by operating one pro- 
ducing well on a lease of maximum acreage would be able to hold that 
entire lease for the entire period me without having it charged 
against him. 

Mr. Harrineton. As written, that is correct. 

Senator O’Manoney. Do you think that is desirable? 

Mr. Harrineron. Yes, sir, I do. Mr. French pointed out to me 
that maximum is 2,560 acres. I doubt that you will find very many 
2,560-acre leases in existence any more as a result of continual move- 
ment, trading of leases and what have you. Any lease that might 
have originally held 2,560 acres would be smaller. 

Senator O’Manoney. Would this cover the area of the original 
lease or would it be construed to apply solely to areas which have 
not be assigned and on which production has been found? 

Mr. Harrineron. I think it should cover the basic lease. 

Senator O’Maunoney. So far as the basic lease is concerned, Mr. 
Harrington, it would be possible for the original leaseholder to assign 
a substantial part of that to some other operator and that other 


operator might not drill any poses well, and yet, that would 
y 


be soeenee from chargeability to any 
well. 

Mr. ANnprerson. Senator, in — this, I had assumed—I did not 
realize that it applied to the entire lease—I agree while it probabl 
would be desirable administratively to have a lease chargeable. Sti 
I cannot conceive that section could become excessive. 

Senator O’Manongy. That would need amendment? 

Mr. Anprerson. Yes, sir, Possibly a maximum of 10,000 pro- 
‘ducing-acres could be excluded. I can see on producing units, par- 
ticularly gas acreage where tremendous amounts of Federal land could 
be held up indefinitely by virtue of production. 

Senator O’Manoney. You do not think that ought to be done? 

Mr. Anperson. I think that certainly is open to question. 

Senator O’Manonry. Section 5. 

Mr. Anprrson. This, we think is a definite correction. I have 
before me the Department’s letter. I think the Department’s posi- 
- tion is correct: A tuk SEOTS pes? 

* * * shall take effect as of the last day of the lease month following the 
date of filing— ere] 
and they say on their letter they think it means— 

_, * ** shall be effective as of the last day of the lease month following the 

date of the filing— 

of the application, not the filing, because that could be some years off. 
The assignment should be inserted. 


by reason of one producing 
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Senator O’Manoney. You agree with the criticism of the De- 
partment? 

Mr. ANDERSON. Yes, sir. 

Senator O’Manoney. Now, how about section 6? 

Mr. AnpERsoN. Section 6 we are in favor of. A lease on a fee 
ownership on private land provides that the base lease and all of the 
acreage covered thereunder are perpetuated by production. This is 
also true on State leases, and we feel that section 6 conforms Federal 
leases to State leases and fee leases. 

Senator O’Manonery. Mr. French, do you have before you the 
language that is stricken? 

Mr. Frencu. Yes, sir. 

Senator O’Manonesy. Will you put that into the record at this 

oint? 
' Mr. Frencu. Yes, sir. 

Section 187(a) of the 1958 supplement to the United States Code, 
title 30; the language to be stricken is all after the semicolon in the 
fifth sentence. The language to be stricken is as follows: 

* * * and such segregated leases shall continue in full force and effect for the 
primary term of the original lease, but for not less than 2 years after the date of 
discovery of oil or gas in paying quantities upon any other segregated portion of 
the lands originally subject to such lease. 

Senator O’Manonry. Mr. Anderson, you were about to make some 
additional comment. 

Mr. ANDERSON. No, we are very much in favor because it conforms 
Federal bases to others. 

Senator O’Manonry. How about the next sentence beginning in 
line 25 on page 4, “‘strike out the last sentence of said section 187(a) 
and insert the following,” beginning on line 2 on page 5. 

Mr. ANDERSON. That also helps conform. 

Senator O’Manonry. How about section 7? 

Mr. AnpERson. I believe it is a technical provision. It permits 
the exchange—excuse me, section 7 we are very much in favor of— 
exchanging a present oil and gas lease to a lease containing the new 
provisions. 

Senator O’Manonery. You have no criticism of that section? 

Mr. AnpErson. No. 

Mr. Harrineton. It would be the only thing that would save us 
aid many other independent operators from the very danger that is 

inted out before. All of our leases are under the old law, of course. 
f this were not included in the act we would have no protection as to 
those leases which we have. 

Senator O’Manoney. This is a saving clause? 

Mr. Harrineron. Yes. 

Mr. Frencn. May I ask a question as to section 6: ‘Strike out the 
last sentence of section, 187(a),’’ and the new language. The new 
new language would delete the provision that it must be on “ undevel- 
oped” lands. The present law applies only to undeveloped lands, not 
to developed lands. 

The sentence that would be stricken is as follows: 

ted lease of any undevel lands shall continue in full force and 


The segrega 
cm tom two’ years and so long thereafter as oil and gas is produced in paying 
quantities. : 
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What is the significance, sir, of the deletion of the “‘undeveloped 
lands”? This would allow you to assign developed lands and to get 
the extension on developed lands. I do not say it is undesirable. | 
just do not understand it. 

I do not know what would be accomplished by the new language. 
You see, Mr. Chairman, under this, theoretically you would have 20 

ears or the last day of the 20th year to execute an assignment so a 
ease would run for 22 years. I am being the devil’s advocate here, 

Mr. Harrinerton. I would like to ask some assistance from a, real 
expert—Mr. Hoffman. 

Senator O’Manoney. He has established a reputation. Mr. Hoff- 
man, will you come forward? 


STATEMENT OF LEWIS E, HOFFMAN, ATTORNEY AT LAW, 
WASHINGTON, D.C. 


Mr. Horrman. I am Lewis E. Hoffman, attorney, practicing law in 
the District of Columbia. 

Senator O’Manoney. Formerly a member of the staff of the Bureau 
of Land Management? 

Mr. Horrman. Thank you. 

Senator O’Manonery. Author of numerous books on the oil and gas 
leasing act. 

Mr. Horrman. May I read aloud? 

sonater O’Manonzey. Yes, that is the best way to get it on the 
record. 

Mr. Horrman. It is the best way for me to digest it, too. 

The segregated lease of any undeveloped land shall continue in full force and 
effect for two years and so long thereafter as oil or gas is produced in paying 
quantities. 

That is the provision you are referring to, Mr. French? 

Mr. Frencu. Yes, sir. What does the new my do? 

Mr. Horrman. The new language does this: The general purpose 
is to abolish extensions. If you want to adopt section 1 in the act, 
we see no need for extensions provided you also adopt section 7 of the 
act which ° its them to exch a lease. So the total tenure of 
the pense rive and the tenure of the exchange shall under no cir- 
cumstances continue beyond 20 years unless oil or gas is produced in 
paying quantities. We see no reason for giving an extension of 2 
years on a segregated portion of the lease the segregated portion 
always maintains the tenure of the lease on the original basis. 

We want to abolish those extension provisions and give them a 10- 
yest lease. The purpose of section 7 is to give an opportunity to those 

essees who for one reason or another, such as drilling on the land and 
drilling holes, who still have faith and confidence that oil may be 


discovered im the land, to enable them to ex: a lease. 
Senator O’Manonzry. Mr. Hoffman, you are ing the subject. 
The question which was addressed to you is what is the distinction 
between the new language’ provided in section 6, beginning on lime 2 
of page 5, namely— 

lease segregated under the visions of this section unless terminated a8 
wiennine in the act rg ra 25, 1920, 41 Stat. 437, as amended, 
shall continue in force and effect for not less than 2 years and for so long as any 
other segregated portion of the same lease shall continue in force and effect. 
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That is different from the existing law. The language which is 
stricken out by the provision preceding the quotation that I just made, 
is the last sentence of section 187 (a), of title’ 30, United States Code 
sinotated, and the last sentence of that section reads as follows: __ 

ny undeveloped lands shall continue in full force and 
Ping rey elce ana tne thereafter as oil or gas is- produced in paying 
quantities. 

Why do you drop that and substitute this other language? Thats 
what Mr. French wanted to find out. 

Mr. Horrman-> Yes, Mr. Chairman. TI understand the point. f 
misunderstood what you wanted explained. The reason we drop the 
language and substitute ours is.that under any event on a segregated 
portion of a lease he would continue for the same term as the original 


lease. 

But if there is production, which is not provided in the present law, 
we substituted language so that the segregated portion of the lease 
would continue in force and effect as long as oil and gas are produced 
on either segregated part where a discovery may have been made. 

Senator Menon. In other words, this means that a segregated 
lease which is undeveloped will be protected and extended? 

Mr. Horrman. Yes. 

Senator O’Manoney. If on the other segregated portion of the 
lease there is, development? 

Mr. Horrman. Yes, sir. That is different than the present language. 

Senator O’Manoney. Yes. What is. your reason for that, Mr. 
Anderson? 

Mr. Anperson. That is true in fee, leases and State leases. The 
whole base lease is perpetuated as long as production is established. 

Senator O’Manonry. But here we have the situation on the public 
domain where the original lessee has assigned a portion of the land, 
The Deprenent objects to this. What is your answer to the Depart- 
ment! 

Mr. AnpEerRson. It is done elsewhere. 

Senator O’Manonry. Why should a leaseholder who has done no 
work on a segregated lease obtain the benefit from the activity of 
another leaseholder? 

Mr. Harrineron. He might. have been instrumental in the activity 
on that other portion of the lease. He probably has been. 

Senator O’Manoney. But if you are going to give him a benefit 
why not spell out the specific reasons why he should be benefited 
instead of using language which gives a benefit to a leaseholder—a 
oe leaseholder—who has done nothing? 

r. HARRINGTON: It is quite common in the industry to contribute 
acreage towards the drilling of a well. 

Senator O’Manoney. Of course, it is quite common and has been 
for many years of those who are holding leases on the public domain 
to try to get larger and larger areas under control. 

r. Harrineton. It is common practice. 

Senator O’Manoney. The witness smiles but does not answer. 

Mr. Harrineton. No, sir; I won’t continue. It is common practice 
to contribute lands towards development. Should I have a lease in a 
section and I give some one a half section to, drill on and he discovers 
oil, should I not benefit. Ihave been very instrumental. I have given 

a place to drill. 





Senator O’Manonzsy. Spell it out. Give us some language which 
will do that. 

Mr. Harrineton, I am not an attorney. 

Senator O’Manongy. Do you want to say anything else, Mr. 
Hoffman? i , : 

. Mr. Horrman.. In connection with section 6, please. Contribution 
of land or contribution of bottom whole money is highly important in 
the oil industry, particularly for an independent or individual. Many 
individuals their own wells. If I don’t have enough money to 
drill on my 2,560 acres and some one comes along and says I will drill 
a well if you assign 640 acres tome. I have made a contribution by 
taking nominal consideration for the assignment and giving him the 
land which enables him to drill and if successful make a discovery, 

Senator O’Manoney. That is true. 

Mr. Horrman. We feel that the base lessee, the original lessee, 
should benefit because he has contributed either money or land. Land 
very often is as valuable as money and more so at times because you 
could not drill at all unless he had access to the land. 

Senator O’Manoney. But the language that is presented to us here 
is not confined to that sort of incident? 

Mr. Horrman. Deliberately, Senator. Because if you limit, you 
may hurt. There are so many circumstances in drilling operations 
that if you limit by saying a contribution of the assigned portion of 
his lease giving him land or the payment of bottom whole money, 
there are other circumstances that may arise in which the discovery 
would never be made unless he made that assigned portion. 

I will admit this. Many assignments are made for other reasons, 
and perhaps in the long run with the amount of acreage we have 
under leasing people may benefit without making that, contribution. 
But I think on the whole it would not hurt the Government whether 
A or B or C has the lease and gets some additional benefit, provided 
in the long run it serves the purpose of promoting drilling operations 
and exploration. 

Senator O’Manonry. Mr. O’Callaghan, do you have any questions 
you would like to ask the witness? 

Mr. O’CatiaGcHan. No. 

Senator O’Manoney. Mr. French? 

Mr. Frencx. I would like to develop the point of. assignment. 
They can wait under this bill until the last day of the lastfmonth 
of the 20th year merely by executing an assignment and still get 
another 2 years. Is that not correct? 

Mr. Horrman. No, sir. 

Mr. Harrineton. That is the present situation. 

Mr. Horrman. That is what I tried to explain’ before’and"I should 
have explained section 6 first. If you go to section 7 and read the 
last proviso that the term of such exchange lease—they can only have 
20 years if they exchange it because the original lease is” limited 'to 
10 years—-that the term of such exchange lease when added to the 
term of the base lease shall not exceed a total of 20 years unless’ ex- 
tended by actual production of the lease. So no extension under any 
circumstances.could be granted if the combination of the original lease 
and the exchange lease reaches the end of the 20th{tyear term. Your 
example, Mr. French, could not. possibly occur. 

Mr. Frencua. It could on a new 10 and 10 year lease. 
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Mr. Horrman. Yes, under section 2. 

Mr. AnpERson. In line 19 if word “‘such” is changed to “any” I 
think you might correct it. 

Mr. Frenca. Yes, sir; as to exchange leases. But as to new leases 
under this bill hereafter, such new leases could run for 20 years, and 
then be extended for another 2 years—22 years in all—merely by the 
execution of an assignment on the last day of the last year. 

Mr. Horrman. We realize that there is considerable objection to 
gction 2 in the House. At the hearings we revised many of the 
gctions to meet-the objections of both the Department and the 
industry and the objections raised to section 2 by Mr. Anderson 
today. I-hope, Mr. Chairman, that you will have heari to give 
me an opportunity to explain these changes and to testify on the 
original bill and the way we revised this bill. 

nator O’Manoney. Are you appearing for Mr. Anderson, the 
witness this morning? ; 

Mr. Horrman. No, sir; I am not appearing for this witness. I am 
appearing as sponsor for the clients who sponsor the bill. 

ee O’Manonry. Mr, Anderson is not one of those clients? 

Mr. Horrman. No, sir; he is not. 

Senator O’Manoney. You want an opportunity to present to this 
committee certain modifications of this bill. ; 

Mr. Horrman. To meet the objections which Mr. Anderson raised 
and which others will raise and the report of the Interior Department. 

Senator O’Manonry. We will be very happy to receive those 
suggestions. 

Ak Hoffman’s proposed amendments are set forth in the Ap- 

ix.) 
TS ona O’Manoney. Is there anything more that you want to add, 
Mr. Anderson? . 

Mr. ANDERSON. You stated in effect that there has been pressure 
from the industry to enlarge the amount of Federal land that any 
company could have from time to time. That certainly has been 
true over the past 20 or 30 years. 

Senator O’Manoney. That is the fact. It is only human nature. 

Mr. ANpERsON. I think it is only a natural development as oil 
becomes more difficult to find and more expensive. e are a small 
company but we have a little office in Denver which we have great 
hopes for. They are looking over Colorado and Wyoming. I think 
that the industries wish for more public acreage is sound as well as con- 
nent wie public interest. I think it will develop income from Fed- 

and. 

Senator O’Manonry. We are very grateful to you for your testi- 
mony and for your ready and informed responses to the questions 
which have been addressed to you? 

Mr. ANprerson. Thank you. 

Senator O’Manoney; I am sorry that Senator Anderson was not 
able to be with us during the entire session. I know he would have 
profited a great deal. 

I know we would have profited a great deal from his presence. I 
thank you for your presentation. 

Mr, Anperson. Thank you. 

Senator O’Manonzgy. Mr. Woozley, do you care to come forward 
and comment at this time? . 
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STATEMENT OF EDWARD WOOZLEY, DIRECTOR, BUREAU of 
LAND MANAGEMENT, DEPARTMENT OF INTERIOR, ACCOM. 
PANIED BY MICHAEL GILLER, MINERALS STAFF OFFICER 


Mr Wooz.ey. We came prepared to answer any questions you 
might want to ask, Mr. Chairman. I think the report of the Depart. 
ment which you read this morning pretty well covers the issues. 

Senator O’Manonery. You have listened to the testimony of Mr, 
Anderson. Have you any comment to make on that? 

Mr. Wooztey. No. I think Mr. Anderson is practically in agree. 
ment with the Department. He is in favor of section 1 and section 5 
and seemed to be more or less opposed to most of the others as they 
are now presented. 

‘ co O’Manoney. Your principal objection is to the 20-year 
ease 

Mr. Woozuey. Yes, sir. We think that 10 years is long enough. 

Senator O’Manoney. On what ground do you base that objection? 

Mr. Wooztey. I guess past history more than anything else. It 
has been in operation since 1920. We have about 100,000 leases now. 
We believe that to change at this time particularly to permit existing 
leases to exchange for an additional 10 years would administratively 
be very difficult to do, would cost the Department of the Interior and 
the Bureau considerable money. 

Senator O’Manoney. The quotation from the Bureau of Land 
Management referred to a cost of $250,000, but it didn’t specify that 
was an annual cost. Ws it an annual cost? 

Mr. Wooztry. No, sir. It would be more or less a single cost. 
It may not be in a single year, although the applications might be 
filed in a single year. It would be the total cost estimated. We are 
getting those facts now, Senator. We don’t have them from the 
field. That was an approximation. 

Senator O’Manonry. May I ask you one or two questions with 
respect to this situation generally. 

Do you recognize that there has been considerable confusion in the 
public land States affecting the development of oil land as a result of 
the charges which have been filed against certain individuals for 
excess holdings? 

. Mr. Woozuey. Yes, sir; I think there is some confusion on acreage 
limitations. 

Senator O’Mononey. Has that operated to impede development? 

Mr. Wooztey. It is not apparent yet but I certainly think that it 
would impede development until we get this question of dummies 
and strawmen and that sort of thing settled, I certainly would feel 
that many people would hesitate to expend money until they were 
sure that their leases were not in any sense jeopardized. 

Senator O’Manoney. What do you think would be the effect of 
the suggestion made by Mr. Anderson that the distinction between 
options and leases should be eliminated? 

Mr. Woozuey. Of course, that has never been presented to the 
Department and what I might say here may not be the thinking of 
the Department. 

Senator O’Manonsy. You are at liberty in response to an interro- 
gation from @ committee member, I think, to express your own opinion 
without binding the Department. 
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Mr. Woozugey. My personal opinion is that if they could be placed 
mder the: same restrictions and the same terms and conditions. that 
there would be no real objection for having options and leases placed 
inthe same category. 

Senator O’Manoney. What do you think about the amount of 
jnd that should be carried under options and leases? Do you have 
in mind & maximum limitation? 

Mr. Woozuey. I think, Senator, that as far as the States other 
than. Alaska are concerned the present limitation has proved satis- 
factory, the 46,080 and the other making a total of 246,000. I am 
not so Sure that with the present acreage available in Alaska that the 
present option is realistic. 

Senator O’Manongy. As a matter of fact, you think it. probably 
is not realistic. 

Mr. Woozuey. That is true. I think with the tremendous acreage 
involved in Alaska there probably should be some realinement for 


that. 

Senator O’Manoney. For the other public land States, do you 
believe that the original policy of the Mineral Leasing Act to restrict 
areage needs to be modified again? 

Mr. Woozugy. No, sir. I think the present acreage and options 
vould be satisfactory. I think we need to clarify just what we mean 
by interest in acreage and indirect and direct interest and’ those sort 
ft things which we are now attempting to do. 

Senator O’Manonry. When the options and the leases are distinct 
ad separate, you have a different requirement for what is done op 
the two types of land, don’t you? 

Mr. Woozuey. Yes, sir. 

Senator O7Manoney. What is. the difference? 

Mr. Wooz.ey. The present difference, I presume, would be devel- 
ment although with your permission I might ask Mr. Giller: who 
son our land staff to explain the technical view. 

Mr. GILLER (mineral staff officer, Land Management, Department 
of Interior). The lessee has the right to exercise exclusive dominion 
of the land for the purposes for which he obtained the lease. He can 
delegate some of these rights to others. Under options unless the 
particular option is covered with the right to permit the optionee to: 
go upon the land, and in my opinion it is not the universal rule that 
all options’ contain that authority, it would seem to me that an 
option without the authority to the optionee to go upon the land is 
merely a control over an existing lease or an offer to lease for the 
period of the option until such time as the optionee decides that he 
wants to exercise his right to acquire record title to it. 

Therefore, in that respect, if I may say, an option causes the land 
to lie fallow. On the other hand, if the option contains permission 
or the requirement that the optionee go upon the land to explore it, 
then, of course, his right is limited solely to that and subsequently 
to the execution and approval of an assignment to him. 

Senator O’Manoney. Are you speaking of the requirements of 
a options? , 

Mr. GittER. No, sir. I am speaking about options between leases 
nd optionees. If you have a lease and give me an .option to take 
a assignment in the future, I was speaking of those options, between 
pnivate parties. 
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Senator O’Manoney. Under this bill, would the options not bp 
om granted by the Government, or would they be options from 
eases? 

Mr. Giter. From leases, Senator. I don’t believe that the Goy. 
ernment grants any options at all. 

Senator O’Manoney. You don’t suggest any change of that 
method? 

Mr. Guier. Not to beg the question, you mentioned before 
whether 46,080 acres was sufficient. Sir, it may well be sufficient 
for the reason that even were this limitation under the provisions of 
the Mineral Leasing Act all leases without regard to acreage limits- 
tion may be committed to unit plans of operation with the approval 
of the Secretary. 

Senator O’Manonry. Let me interrupt you because I think if | 
state what ‘is running through my mind, if ee capable of stating it 


understandably, perhaps your answers will be more helpful. I want 
to say that the situation in the domestic oil induatey at. the moment 
and is not being 


is that a very substantial amount of productive oil 
operated. Is that not correct? 

Mr. Giuuer. I believe that to be so; yes, sir. 

Senator O’Maroney. One of the reasons for that is the importation 
of foreign oil. One inevitable result of that is that with domestic oil 
not being developed the owners of that land or the leases of that land 
are not contributing to the income of the Federal Government and 
the Department of the Interior? 

Mr. Gruuzr. Yes, sir. 

Senator O’Manoney. Therefore, in the present situation of the oil 
industry and of the financial status of the Government, it is desirable 
to stimulate the search for oil and gas within the boundaries of the 
United States and particularly in the public land. 

It is desirable first for the reason of getting more sources of oil and 
gas, because as the situation now exists, we are no longer’ discovering 
oil as rapidly as oil is being consumed in the United States. Is that 
not true? 

Mr. Wooztey. I believe that to be so; yes, sir. 

Senator O’Manonry. Therefore in order that we may have a 
backlog for the future needs in case war or any emergency in the future 
should arise, it is desirable to stimulate this dttforation: What is 
the best way to do that? By way of the expansion of the maximum 
acreage holding? As I see it, that is the very crux of the legislation 
‘that we have to work on, is it not? 

Mr. Giuuer. Yes. It is. a very interesting point. - If I may become 
amateur economist with your permission, I don’t believe, Senator, that 

_we would stimulate production merely by increasing the’ acreage 
limitation. ‘The labor rates of the United States are, as you know, 
extremely high. Necessarily so, perhaps, to maintain our standard 
of living.: So long as it is cheaper to import oil, what inducements 
can we give the major oil companies to develop the mineral resources 
of our public’ domain in face of the competition of the foreign oil? 

That is any amateur economist view. I don’t know whether that's 
sound. But it appears to me to be rather horsesense, I think that's 
about the answer to that question. © 

Senator O’Manoney. Let’ me recall to your mind the fact that 

‘when the Leasing Act was passed it was the thought of Congress at 
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that time that competition could be encouraged in the oil industry 
and that new operators could go on the public domain and search for 
oil by way of prospecting permits. 

That was an incentive to induce new operators to come into the oil 
industry in the public domain and try to prove the existence of oil 
and gas deposits so that they could acquire leases, and then the leases 
were to be granted upon certain conditions. In 1946, which was 26 
years after the original act. was passed; we amended that and we did 
provide a stimulus for the search for oil on the public domain by 
changing the royalty from the sliding scale that had previously been 
authorized to a flat. 12.5 percent royalty, the royalty that was nor- 
mally charged on fee lands. 

That did bring about a great increase of exploration for oil and a 
great increase of development for oil. But there was still the theo 
that there should be limitations so that too large areas should not fa 
into the hands of too few operating companies and the door for the 
independents should be held open. 

Now the testimony of Mr. Anderson this morning is to the effect 
that the door to the independent: is being closed and the independent 
needs relief. ‘This relief can best. be granted, according to his testi- 
mony, by extending the period of the lease, permitting exchange of 
leases, and abolishing the difference between options and leases and 
placing a limitation of 246,080 acres as the maximum limitation. _ 

Now my question to you is, from the point of view of the Govern- 
ment, first, so far as income is concerned, from the point of view of the 
Nation, secondly, to develop new sources of oil, what is the best thing 
to do? 

Mr. GiuueR. Reduce the royalty rates and abolish all acreage limi- 
tation and let them explore the entire public domain. 

a. O’Manoney. Regardless of whether they are independent 
or big 

Mr. Giuuee. Sir, the oil game, I suppose; is a rather peculiar in- 
dustry. I don’t imagine that I could engage in it. 

— O’Manonry. By that you mean you don’t have the 
capit 

r. Wooziey. Obviously. 

Senator O’Manonegy. But bear in mind, sir, that the Supreme 
Court of the United States many years ago, when Justice White was 
Chief Justice, handed down a decision in an antitrust case that was 
brought by the Department of Justice against the Standard Oil Co. 
of New Jersey. That company was required by the decree of the 
Court to separate into several constituents. As a result of that suit 
Standard of Indiana, Standard of Ohio, Socony Vacuum, and I don’t 
know how many other Standard companies came into! existence. 
They were supposed to be separate and distinct companies. 

Now those companies are majors, all of them, and many of them 
are operating abroad. Abroad. they are beginning to combine again. 

meco is a corporation that is owned by Standard of California, 
Texas; ‘Standard of New Jersey, and Socony Vacuum, as I recall. 
There is a combination. . 

Mr. Giruer. A pretty _ one; too. 

Senator O’Manoney. Yes. But the policy of the Department of: 
the Interior andthe policy of Congress with respect! to the public 
— ney been 'to preserve the opén door for competition. Will 

Oo it 
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Mr. Giuter. Yes, Senator, I believe it will. 
Senator O’Manonery. When I say this, I mean this particular bill, 
I don’t want you to get involved in the debate. 

Mr. GiuueR. May I state that I am fully in accord with the Depart- 
ment’s views on this bill and I don’t believe that many provisions of 
the bill arg satisfactory. I don’t believe that ifsuch a bill were passed 
that we would not: be faced in the future with a statement that Indiana 
oilmen find it difficult to get along with a 20-year term. They would 
feel it would be for another 10. years. There has got to be a sharp line 
of demarcation. How long should the lease go? I do personally 
believe that 10 years is the end of it. If you are not successful, let 
somebody else go on there and get it out. I think that is the primary 
thing that the Saseioenh and the Nation and the Congress, I am 
sure, is interested in; namely, get the oil out of the ground. 

Isn’t that so, Senator? * 

Senator O’Manoney. Yes, and to provide income for the Federal 
Government. 

Mr. Grier. Obviously. 

Senator O’Manoney. Because, as you know, the royalties are 
divided—10 percent to the Treasury to pay the administrative cost, 
52.5 percent to the Reclamation Bureau to reclaim arid lands, and 
37.5 percent to the States in which the oil is produced in lieu of 
taxation which would have been possible had the lands been transferred 
under patents under’ the old laws. 

So that is your question. Do you want to return now, Director 
Woozley. 

Mr. Wooztry. I would like to say there have been many things 
discussed here today and it has been very interesting and informative 
but they were not in connection with the bill. So our discussion on 
this can only be limited to what. has been considered in the Interior. 
I didn’t find anything in the bill that had to do with options. 

However, we-are anxious to Jearn of any improvements that can 
be made. So when these amendments or changes which have been 
discussed here today are ready, we would certainly be prepared to 
take them under advisement and report on them. 

Senator O’Manonery. Do you think there should be any difference 
in the period for which an option lasts and the period during which a 
lease lasts? 

Mr. Wooztry. My personal opinion is yes: Particularly, if we are 
going to have 20-year leaaiel I don’t. think you would want to have 
20-year options. So it depends somewhat on the length of time we 
have. Now we have a 5-year lease with a preference right for renewal. 
A big proportion of our eeet are being renewed for that additional 
5 years, which causes us a lot of difficulty. 

Senator O’Maunonevy. Is there any other person present who would 
like to make any comment at this time? 

Mr. Horrman.. Mr. Chairman, during my short stay on the witness 
stand to explain certain provisions of the law, I had intended, but I 
didn’t have the opportunity, to elaborate on the fact that we have 
revised the language of S. 1496 to meet the objections of the Depart- 
ment and we.have with us, if itis proper, to place in the record a re- 
vised bill and a statement in connection with it. 

Senator O’Manoney. This ‘hearing this morning was made by 
special arrangement because Mr. Anderson, the witness, had some 
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other duties that he must perform and would not be available for a 
later hearing which will be called in a very short time. At that time 
we will be very glad to welcome you and any other witnesses. 

As a matter of fact, I am working on some tentative legislation 
myself which may be presented as an independent bill. 

Mr. Horrman. Thank you, Mr. Chairman. We will wait until 
such time. 

Senator O’Manoney. Mr. French will notify you. 

There being no voluntary witness here, though many persons in- 
terested in ofl, I will make my last call: Is there any witness who 


desires to add anything at this moment? 

Hearing none, the committee will adjourn subject to the call of the 
Chair. 

(Whereupen, at 12:25 p.m., Friday, June 5, 1959, the subcommittee 
adjourned, subject to the call of the Chair.) 








APPENDIX 


(CommitTeE Notre.—The text of the bills which are the subject of 
the hearing, together with the reports of the Interior Department 
thereon, are set forth below. Also set forth, at the direction of the 
chairman, .are Mr. Hoffman’s proposed revisions of S. 1496, together 
with his comments and explanation.) 


[S. 1496; 86th Cong.,Ist sess.] - 
A BILL To amend the Mineral Leasing Act of February 25, 1920 (41 Stat, 437), as amended 


Be it enacted by the Senate and House of Representatives of the United States of 
America tn Congress assembled, That the last sentence in the first paragraph, 
ection 17 of the Mineral Leasing Act of February 25, 1920 (41 Stat. 437), as 
amended (U.8.C.A., title 30, sec. 226, 1958 supp.), is hereby amended as follows: 

Strike @ut, the words “for a primary term of oo years’’ and insert in lieu thereof 
the words “for an initial term of ten years’, and strike out the third paragraph in 
sid section 226 in its entirety. 

Sec. 2. The Act is hereby amended by adding a new section to read as follows: 

“Sec. 17f. That upon expiration of the initial ten-year term of any noncom- 
petitive oil and gas lease issued pursuant to the terms of this amendment, and 
which has been maintained in accordance with applicable statutory requirements 
and regulations, the record title holder thereof or his assignee whose assignment 
has been filed for approval shall be entitled to a preference right over others to 
anew lease for the same land: Provided, That the land is not withdrawn from oil 
and gas leasing or located on the geologic structure of a producing oil or gas 
field: Provided further, That the applicant for such preference right lease shall 
submit evidence pursuant to regulations to be issued by the Secretary of the 
Interior showing substantial expenditures or contributions toward operations on 
the leased lands or on other lands which would be useful in determining the 
possibilities of actual discovery of oil or gas on the leased land. A noncompetitive 
lease as to lands within the known geologic structure of a producing oil or gas 
feld shall be extended for a period of two years and for so long thereafter as oil 
or gas is produced in paying quantities. A noncompetitive lease for land on 
which drilling operations are being conducted at the end of the term of such 
kase Shall be extended for two years and so long thereafter as oil or gas is produced 
in paying quantities.. Any preference right application for a new lease authorized 
hereunder or any noncompetitive lease extended under this parserepht shall be 
subject to the law and regulations in force at the expiration of the ten-year term 
of the base léase.. No preference right lease shall be issued or any extension 
ganted unless an application therefor is filed within a period of ninety days 
prior to ‘expiration of the base lease by the record title holder ‘thereof or an 
wsignee ‘whose assignment has been filed for approval or an operator whose 
operating agreement has been ‘approved or filed for approval.” 

Sec. 3. That the first sentenée in section 17(a), as added to the Act by the Act 
of August 8, 1946 (60 Stat.'952; U.S.C.A., title 30, sec. 226(d), 1958 Supp.), is 

v amended as follows: Strike out the words “‘primary term of five years” 
and insert'in lieu thereof the words “‘initial term of ten years’’. 

Szc. 4, Strike out the ninth sentence in section 27 of the Act, as amended 
(U.8.C.A., title’ 30, sec. 184, 1958 Supp.), and insert in lieu thereof the Spel 
sentence: ‘No person, association, or corporation, except as herein provided, sh 
take or hold at one time oil or gas leases exceeding in the aggregate forty-six 
thousand ‘and eighty acres granted hereunder in any one State; except that in the 

te of Alaska no’ person, association, or corporation, except as herein provided, 
thall take or hold at one time’ oil or gas leases exceeding in the aggregate one 
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hundred thousand acres granted hereunder: Provided, That producing oil and gas 
leases shall be excluded in determining the acreage holdings under this section: 
and no person, association, or corporation shall take or hold phosphate leases | 
exceeding in the aggregate ten thousand two hundred and forty acres in the 
United States.” 

Sec. 5. In the first sentence of section 30(a), as added to the Act by the Act of 
August 8, 1946 (60 Stat. 955), as amended (U.8.C.A., title 30, sec. 187(a), 1958 
Supp.), change the provision concerning the effective date io read “shall take 
effect as of the last day of the lease month following the date of filing in the proper 
— — of three original executed counterparts thereof, or certified copies 
thereof.”’ 
’ Suc. 6. In. the fifth sentence of section 30(a), as added ‘to the Act by the Act 
of august 8, 1946 (60 Stat. 955), as amended (U.S.C.A.,; title 30, see. 187(g), 
1958, Supp.), strike out all after the semicolon and insert in lieu thereof the words 
“and the segregated leases shall continue in full force and effect for the ten-year 
term of the base lease, or any extension thereof, and for so: long thereafter as oj] 
or gas is produced in paying quantities on any of the segregated leases.’’ Strike 
out the last sentence of said section 187(a) of title 30, United States Code Anno- 
tated, 1958 Supplement, and insert in lieu thereof the following words: “Any 
lease segregated under the provisions of this section, unless terminated as other- 
wise provided in the Act of February 25, 1920 (41 Stat. 437); as amended, shall 
continue in force and effect. for not less than two years and for so long as any 
other segregated portion of the same lease shall continue in force and effect.” 

Ssc. 7. No repeal or amendment made by this Act shall affect any right acquired 
under the law as it existed prior to such repeal or amendment, and such right shall 
be governed by the law in effect at the time of its acquisition; but any record 
holder of a lease issued and outstanding under the provisions of the Mineral Leas. 
ing Act of February 25, 1920 (41 Stat. 437), as amended, as it existéd on the 
effective date of this Act may file an application within one year after the effective 
date.of.this Act, to exchange his lease for a new lease under this. Act: ‘Provided, 
That the term of such exchange lease when addéd to the term’ of the base lease 
oe not exceed a total of twenty years unless extended by actual production on 
the lease. 


DEPARTMENT OF THE INTERIOR, 
OrFicE oF THE SECRETARY, 
Washington, D.C., June 4, 1959. 
Hon. James E. Murray, 
Chairman, Committee on Interior and Insular Affairs, 
U.S. Senate, Washington D.C. 

Dear Senator Murray: There is now pending before your committee, §, 
1496, a bill to amend the Mineral Leasing Act of February 25, 1920 (41 Stat. 437), 
as amended. 

We recommend that 8. 1496 not. be enacted. 

S. 1496 would extensively amend the Mineral Leasing Act of February 25, 
1920 (41 Stat. 437), as amended (30 U.S.C., sec. 181 et seq.). Section 17 of the 
Mineral Leasing Act (30 U.S.C., sec. 226) now provides that leases issued there- 
under shall be for an initial term of 5 years, and shall continue so long thereafter 
as oil or is produced in paying quantities. Noncompetitive leases are entitled 
to a single 5-year extension, except that leases continue in effect for as long as oil 
or gas is produced in paying quantities. Section 1 of S. 1496 would amend section 
17 by substituting an initial term of 10 years and by striking out the provision 
for the extension of a nonproducing noncompetitive lease. 

A new section 17f would be added to the Mineral Leasing Act by section 2 of 
8. 1496. This section would provide the holder of a noncompetitive oil and gas 
lease on land neither withdrawn from oil and gas leasing nor within the geologic 
ee aa ® produging field a eee es omer other ies 0 fe oe 

on that land.. However, in order to qualify for such a preference right,.the 
applicant would have to show Tp Bokan tie expenditures*or. contributions” toward 
foot on the leased land or on other lands useful in determining the possi- 
ities of actual discovery of oil or.gas on the leased lands. A noncompetitive 
lease on lands within the nomen pace structure of a producing oil or gas field 
would be extended for a period of 2 eats and so long thereafter as oil or gas was 
produced in paying quantities. ere drilling operations are being conducted 
at the end of the term of a lease, the extension would be the same as on a known 
—_ structure. Application for a preference right lease would have to be filed 
days prior to the expiration of the Sonn lease. 
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Section 27 of the Mineral Leasing Act, as amended (30 U.S.C., sec. 184), 
limits the acreage which may be held under oil and gas lease in any one State to 
46,080, except that in Alaska 100,000 acres may be held under lease. This limita- 
tion would be eased by section 4 of S. 1496 which would exclude producing oil and 

leaseholds from the computation of allowable acreage. 

Section 5 of the bill would amend section 30(a) of the act (30 U.S.C., sec. 187a) 
by establishing the last day. of the lease month rather. than the first day as the 

ective date of an:assignment., ‘That section would_also be amended to. provide 
that segregated leases would continue in full force and effect for the 10-year term 
of the base lease and any extension thereof, and as long thereafter as there is pro- 
duction in paying quantities on any of the segregated leases. Any lease segre- 
gated under: the provisions,of section 30(a) .would continue, unless otherwise 
terminated under the act. for not less than 2 years and as long as any other segre- 
gated portion of the same lease should continue in force and effect. 

Section 7 of S. 1496 would protect any rights acquired under the Mineral. Leas- 
ing Act: prior to the enactment of S. 1496... However, it would permit holders of 
existing leases to exchange them for leases issued under the statute as it would be 
revised by S. 1496. 

We believe that section 2 of S. 1496 would-prove. most undesirable if enacted. 
As-we:have-pointed out above; the-present primary term of an oil and gas lease is 
5years, but 5. 1496 would make that primary term 10 years. Since under section 
2of S. 1496 the holder of a 10-year noncompetitive lease would have a preferenee 
right to a new lease on land that had not in the meantime been withdrawn or found 
to be on the geologic structure of a producing field, the holder of such a lease would 
possess the right of holding it without discovery for a period of as much as 20 

ears... This seems to us unjustified. If diligent exploratory operations on a 
leasehold for a period of 10 years fail to lead to a discovery of oil or gas on that 
leasehold, there is ‘a reasonable assumption that oil and gas deposits are not to be 
found there. However, if there are no exploratory operations during that 10-year 
period, it would be manifestly unjust and not in the Government’s best interest 
to permit the lease to be continued for another 10 years and thus to deny the 
lease of those lands to another who might in good faith wish to explore for oil and 
gas. We feel that the general effect of this section would be to deter rather than 
to promote development and, by the addition of new categories of leases, greatly 
complicate the administration of oil and gas leasing. 

Changing the primary term from 5 to 10 years, as provided in section 1, could 
lead to some administrative difficulties, but we believe that on the whole it would 
be administratively desirable to provide for the issuance in the future of 10-year 
noncompetitive oil and gas leases with no provision for extension except in case 
of production. Existing lessees should not be permitted to exchange their out- 
standing leases for 10-year leases. At the present time the 5-year extension is 
generally granted, although, of course,:the extension is not automatic. The mere 
granting of an extension imposes a burden upon the activities of the Department, 
and this administrative burden outweighs any advantage to the Department in 
being in a position to terminate a lease at the end of the initial 5-year period. 
However, we could support a policy of granting 10-year leases only if the provi- 
sions embodied in H.R. 3263, a bill to amend section 17 of the Mineral Leasing 
Act of February 25, 1920 (41 Stat. 437, 443), as amended (30 U.S.C., sec. 226), 
were adopted. That bill provides for the increase in thé minimum rental estab- 
lished by statute for oil and gas leases from 25 cents per acre per annum to 50 
cents and for the elimination of the existing statutory waiver of the second and 
third years’ rentals. _The actual rental charged could be increased by depart- 
mental regulation, but we would prefer to see legislation increasing the minimum 
rental enacted. While generally opposed to the enactment of S. 1496, we would 
not object to the enactment of section 1, if coupled with the enactment of the 
provision of H.R. 3263. 

Section 4 of S. 1496, in excluding producing acreage from the determination.of 
acreage. held under lease for the purposes of the Mineral Leasing Act, would 
deviate from one of the original purposes of the Congress in establishing the 
acreage limitations in that act, namely, the prevention of a monopoly of oil and 
gas production on the*public lands as well as the prevention of a monopoly of the 
acreage under lease. Furthermore, there would be great administrative difficul- 
ties in keeping tract of acreage under lease if this section became law. Conse- 
quently, we object to this provision. : 

The provisions ‘of section 5 have presumably arisen because of the decision in 
the Franco Western Oil Company case (65 1.D. 316). That case held that an 
assignment made during the last-month of the extended term of a noncompetitive 
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oil and gas. lease was invalid, because under section 30(a) such an assignment 
becomes effective as of ‘‘the first. day of the lease month following the date of 
jie er er. ee ee the lease had expired before the assignment became 
effective. Under section 5 of 8. 1496 an assignrhent ‘would become effective on 
“the last day of the lease month following the 'date‘of filing. * * *’ This, we 
presume, is an error in the text. It was probably intended to provide that the 
assignment be effective as of the last day of the lease month in which the assign. 
ment was filed. If section 30(a) were amended in this manner, leases would not 
terminate under the Franco Western oe prior ‘to the effective date of the 
assignment. The: t would become effective 'on the last day of the month 
and thus not be subsequent to'the termination of the lease.‘ To section 5, if 
amended to reflect what'we believe to be its true intent, weoffer no-objettion. 

Section 6, however, is objectionable in that all of the various segregated portions 
of a lease would continue im effect as long as there is production on any one of 
them. We feel that a —s assignment creates segregated leases which are then 
separate contracts with the Government. As independent contracts the assigned 
and retained ‘portions of a lease should not be affected by the happenings else. 
where than on their own portions of the lease. 

Since we have already expressed our opposition to the granting of preference 
right leases and leases for a longer period than 10 years, we need not comment 
on the substantive provisions of section 7 which would permit present lessees to 
extend their leases to cover a total of not more than 20 years, except to express 
our objection. Parties would be permitted to hold undeveloped acreages for 
even longer of time than at present. The bookkeeping involved in this 
matter would be extensive.' The Bureau ‘of Land Management which would be 
the agency of this Department most concerned with this problem has reported 
on section 7 of 8. 1496: 

‘“‘We suggest that the attention of the committee be called to the enormity of 
the task that would face the Bureau in the handling of preference-right. lease 
applications if this section were enacted. We estimate that this would require 
employment of approximately 45 additional” personnel arid would’inVolve the 
Government in the e diture of at least $250,000.”’ 

The Bureau of the Budget has advised that there is no objection to the sub- 
mission of this report to your committee: 

Sincerely yours, 
Rocer Ernst, 
Assistant Secretary of the Interior. 


[S. 1497, 86th Cong., 1st sess.] 
A BILL To amend the Mineral Leasing Act of February 25, 1920 (41 Stat. 437), as amended 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, Thas in the last sentence of the second paragraph 
in section 17 of the Act of February 25, 1920 (41 Stat. 437), as amended (U.S.C.A. 
title 30, sec. 226(e), 1958 Supp.), insert before the period at the end of said sentence 
the words “: Provided, That for leases committed to any such plan after the 
effective date of this Act this exception from acreage holdings shall not become 
effective as to the record owner of such leases until oil.or gas has been discovered 
on land committed to such plan’’, and in the last sentence of the fifth. Paragraph 
of said section 226(e) insert before the period the words ‘‘:; Provided, That for 
leases committed to any such plan after the effective date of this Act this excep- 
tion from acreage holdings shall not become effective as to the record owner of 
such leases until oil or gas has been discovered on land committed to such plan.” 


DEPARTMENT OF THE INTERIOR, 
ane OF THE SECRET. 


_ DC., July 

on. JamEs E, Murray 
| n, Committee on Interior and Insular Affairs, 
U.S. Senate, Washington, D.C. 

Dear Senator Murray: This is in y to your request for the views of this 
Voperasens 29S, Marr) & EGE S ened Mineral Leasing Act of February 25, 
1920 (41 Stat. 437), as amended. 

We recommend that 8. 1497 not be enacted. 


1, 1959. 
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Section 17(b) of the Mineral Leasing Act of February 25, 1920, which was added 
py the act of August 8, 1946 (60 Stat. 952), and amended by the act of July 29, 
1954 (68 Stat. 585; 30.-U.8.C., sec. 226e), provides that acreage included in an 
ol and gas lease operated under a cooperative or unit plan of development ap- 
proved or prescribed by the Secretary of the Interior shall be’éxcluded in deter- 
nising whether the aereage held by the lessee falls within the acreage limitations 

ibed by the Mineral Leasing Act. Similarly acreage under an oil and gas 
ease operated under an operating, dfillifig, or development contract approved by 
the Secretary is excluded in the computation of allowable acreage. 8. 1497 would 
amend each of th se provisions in section 17(b) to provide that; with respect to 
eases issued after the" date-of approval ' of 8: 14097; acreage. so committed to a 
plan or contract would be excluded in coomating. slovelte acreage only after 
oil or a een discovered on the land’ committed to such a plan, or contract. 

We do not e that the present,law applicable to unit plans and development 
contracts shoul he. canes. ‘The pie of be present law is e Conessve the 
natural resources an ols‘ more. prop Any means of encouragin 
such plans and contracts should fi Howed! Fo have acreage committed to maak 
s plan or contract excluded from accountable acreage whether or not there is 
production encourages participation. — 

As a practical matter the enactment of 8. 1497 would probably not achieve the 

presumably desired by its supporters, Its provisions are applicable 
solely to the lessees: of record. ‘Consequently, operating companies would be in 
a position to circumvent acreage limitations by executing agreements with the 
jessees of record permitting them to carry out operations on the leasehold without 
taking an assignment. evertheless, the use of such operating agreements in 
place of assignments would be cumbersome and would create additional ad- 
ninistrative problems for both the eee the bureaus of this Department. 

The Bureau of the Budget has advised that there is no objection to the sub- 
nission of this report to your committee, 

Sincerely yours, 
Rocer Ernst, 
Assistant Secretary of the Interior. 


Wasaineton, D.C., June 28, 1959, 
Re 8. 1496, : 
Hon. Joserpn C. O’MAnONEY, 

Chairman, Subcommittee on Public Lands, 
Senate Interior and Insular Affairs Committee. 


Deak Senator: Enclosed herewith is a statement in support of 8.1496, which 
we respectfully request you to have incorporated in.the record for that bill. This 
statement ineludes a suggested revision in the original text of 8. 1496 and argu- 
ments in support of the revised text which we would present, in the event we 
should be afforded an opportunity to do so, at an open public hearing of. your 
subcommittee, 

Some of the proposals in amended draft.S. 1496 are also contained in 8. 2181 
introduced by you June 15, 1959. There are other proposals in each bill not 
common to both notwithstanding that each bill seeks to amend the same sections 
of the 1920 Mineral Leasing Act. For these reasons we recommend that the two 
bills be considered concurrently. 

We are supporting S, 1496 on behalf. of nienenene operators John H. Trigg, 
of Roswell, 3 Mex., and his brother, Ralph 8S. Trigg, of Albuquerque, N. Mex. 
Their paramount interest in the bill is the exchange provision set forth in section 
7 thereof which is not part of 8. 2181. Your particular attention is invited to 
the argument in support of that provision in the enclosed statement. Unless 
that provision is adopted, the Trigg brothers have little interest in the proposed 

ion. We therefore most urgently petition for retention of this provision 
of 8. 1496 in any legislation you may recommend for enactment. 

Section 5 of 8. 4496 also‘is not:included in 8.2181. That.section as modified in 
the enclosed redraft of S. 1496 is approved by the Department, and no objection 
thereto has been offered from any other source. It would seem axiomatic that 
such provision should be adopted. 

Both 8. 1496 and 8. 2181 contain citations to existing laws which may require 
revision. §S. 1496 refers to the “‘United States Code Annotated” which is not an 
officis! publication. §. 2181 refers to the “United States Code” without giving 

number of the supplement in which the official publication appears. The 
















36 


references to section numbers in the, original :1920 law now tend to be confusing 
rather than otherwise. We assume that the legislative counsel for the Senate 
will be requested to insert the proper references in whatever bill is finally reported 
out of your committee. 
Cordially yours, 
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Lewis E. Horrman, 
- JOHN -F;' Degps. 





STATEMENT FOR THE SuBCOMMITTEE ON PuBLic Lanps oF THE SENATE 
_INTERIOR AND. INSULAR AFFAIRS. COMMITTEE IN Support oF, 8. 1496 


Mr. Chairman, the proposed legislation which is the subject of this heari 
today, §. 1496, 86th Congress, Ist session, is identical with a bill introduced in the 
House of Representatives by Congressman Aspinall, April 23, 1959, identified ag 

-R. 6599. .The Subcommittee on Mines and Mining of the House Interior and 
ete arene Committee held hearings on this proposed legislation on May 

As a result of the’ May 20 hearing and extended diseussions with. persons 
intérested in ‘the subject matter, the original draft of the proposed legislation has 
been extensively revised. In our opinion, the revisions are a substantial improye. 
ment over the original draft of the bill and eliminate most of the objections that 
have been offered to the original bill. If the Chair will permit, we desire to point 










out these revisions as we discuss a section of the bill and to present for the 
record a new draft of 8. 1496 which contains these provisions. 











SECTION 1 


This section substitutes a single 10-year term in lieu of the present 5-year lease 
with a 5-year extension at the option of the lessee. . No serious objection has been 
offered to this proposal, and no change in the original draft is being proposed. 
This section has been endorsed by the Interior Department in a report presented 
to: Chairman Aspinall of the House Committee on Interior and Insular Affairs, 
and we assume a similar report has been presented to your committee. However, 
the endorsement of section 1 is made contingent upon its being modified to include 
the provemons of H.R: 3263, which provides an increase in the minimum rentals 
established by statute for oil and gas leases. However, the rental increase isa 
highly controversial subject wholly unrelated to the 10-year lease proposal, and 
it should remain as a separate item for consideration. 

It is conceded bv the Interior Department, that the 10-year lease proposal will 
simplify administrative procedures by eliminating the need for fing and approving 
an application for a 5-year extension as now required by law. Such extensions 
are granted in the vast majority of cases. The only important exception occur 
where the lease involves land on the known geologic structure of a producing 
oil or gas field at the end of its initial 5-year term and even then the present law 
grants a 2-year extension. 

A more serious need for the legislation is created by. a rule of construction 
adopted by the Interior Department which holds that the record owner of a 
noncompetitive lease does not have a contractual right to a 5-year extension 
which prevails over all other extension provisions of the Mineral Leasing Act. 
Therefore, for example, where a lease has been committed to a unit agreement on 
which a discovery has been made and subsequently excluded from that unit 
prior to the expiration of the initial 5-year term of the lease, the lessee can obtain 
an extension for only 2 years. We believe that the Congress never intended 
to penalize commitment of a lease to a unit agreement in this manner. 
























‘SECTION 2 
, 


This section has been subject to industrywide objection insofar as it proposes 
to grant a preference right to a new lease after the initial 10-year term has expired. 
Accordingly such provisions. of the section have been dropped in the revised 
bill.. As modifi ed this section retains'only a provision in the existing law granting 
an extension for 2 years and so longithereafter as oil or gas is produced in paying 
quantitities to a noncompetitive lease on which drilling operations are’ being 
conducted at the end of the 10-year term of such lease. . ‘ 
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SECTION 3 


No change’ in this section is béing ‘proposed. It is a necessary correlative to 
gction 1-and should be: adopted for the same reasons and only if séction 1 is 
adopted. oe 

SECTION 4 


This section in the original bill merely changed the acreage limitations in the 
nt law by exeluding producing leases from the accountable acreage. That 
ion .of the original bill remains unchanged... We: strongly favor a further 

nodification-in the present law, to eliminate the distinction between acreage 
charges. for options and for other leasehold, interests. 

There are several benefits -which will accrue if this change is adopted. It will 
yo longer be necessary for the operators and the Federal Government to maintain 
wo separate chargeable acreage: accounts—one for options and the other for 
direct and indireet leasehold interests. Under the present system, the operator 
i constantly transferring ares from the option account to the lease account 
which creates almost intolerable complications. In some cases a long delay 
eurs after an option is exercised before it is approved by the Department, during 
hich period the operator is subject to a double acreage charge, one for the option 
ad the other for a leasehold interest. The economies and equitable benefits 
whieh _ result from this change are an almost conclusive argument in support 
thereof. 

No iner in the limits of acreage holdings is involved except as to eliminating 
poducing“leases from chargeable acreage. 


SECTION 5 


This provision changes by an infinitesimal amount the time when an assign- 
ment of a lease can take effect. But the change has a very important effect on 
the holders of oil and gas leases. It will mean that the 2-year extension granted 
by law for leases segregated by partial assignments of undeveloped leases can be 
wbtained at any time during the term of a subsisting lease. Such action will be 
in accord with the present law as interpreted by the Department, June 4, 1957, 
M-36443. However, that interpretation was reversed in a decision dated August 
ll, 1958, published in 65 I.D., page 316, wherejn it is held that no such extension 
an be earned by partial assignment of a lease during the last month of its fixed 

We are informed that the Department has no objection to this section with a 

ari ying pmnendanens which we believe is justified and have incorporated in the 
revised lil. 

SECTION 6 


This section amends the grag of the present law governing partial assigne 


nents to be consistent with seetion 1 of S. 1496, insofar as it changes the lease 
em from 5 to 10 years. It also modifies the last sentence of the present law to 
provide that where the remaining fixed term of the involved lease is no longer 
han 2 years, no reduction in the lease term will occur because of an assignment 
id the entire lease is extended for the life of production on any part of the lease. 
The only revision in the bill which we are proposing is to strike the word ‘‘other”’ 
n the revision of the last sentence of section 6. 

The practice of the Interior Department. of balding that a partial assignment 
teates a segregated lease which is a separate contract with the Government is.a 

ion adapted for administrative convenience. . It. deprives the original lessee 
nd his assignees of contract rights granted under the original, lease, These 
ghts would be restored under this section of S. 1496. ’ 
It is a common practice among lessees. to make partial assignments of leases 
lor the purpose of obtaining additional capital for drilling. . We are of the opinion 
hat it is only equitable to extend the benefits of a,discovery on any segregated 
part of a. lease to phe eqtire Acaenbalt, It is possible to avoid poe penalty resulting 
tom segregation of leases by partial assignment to enter into operating agree- 
nents that’ will ,produce the same end cerult, The necessity for Rants this 
ibterfuge in order to retain rights granted under the original lease shouldbe 
iminated by enactment of section 6. +12 


f 
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SECTION 7 


This section contains the usual provisions protecting rights earned under the 
law as it now exists. It would also authorize exchange of a present lease in good 
standing for a lease under the new law. There is precedent for such a provision 
in the law. The first major amendment of the Mineral Leasing Act, enacted op 
August 21, 1935, permitted exchanges of pes permits to leases under the 
new law. The next major amen t of the Mineral Leasing Act, enacted | 
Angee 5; 1946, permitted: a lessee whose lease issued under the 1935 act to come 
un the more liberal eae of the amendatory act.of August 8, 4946. 
Finally, the provi-ion of Public Law 555, enacted July 29, 1954, gave an oppor. 
tunity to lessees to consent to come under the provisions of that amendatory act 

Section 7, therefore, is consistent with practically all the amendatory legislation 
of the Mineral Leasing Act. 

However, the right of exchange must be exercised by the lessees within 1 year 
from the effective date of the new law and the last proviso of section 7 limits the 
term of such exchange lease to a period which when added to the base lease yil| 
not’ exceed 20 years. Thus, every exchange lease would necessarily be for 4 
shorter term than 10 years. 

The revised draft of this section adds a further restriction to the right of exchange 
excluding therefrom land withdrawn from oil and gas leasing and land on the 
known geologic structure of a producing oil or gas field. It also provides that 
the annual rental for such exchange lease shall be $1 per acre or fraction thereof, 
It is our opinion that these restrictions will limit exchange lease applications to 4 
relatively insignificant number, probably not more than 20 percent of the 100,000 
outstanding noncompetitive leases. Most of such applications probably will be 
filed by persons who have exercised substantial diligence in an effort to develop 
their leases but for one reason or another have. been unsuccessful during the initial 
terms of such leases. 

June 5, 1959. 

Lewis E, Horrmay. 
Joun F. Deeps. 


JUNE 3, 1959, 
Revisep Drart or 8. 1496 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That the last sentence in the first paragraph, sec- 
tion 17 of the Mineral Leasing Act of February 25, 1920 (41 Stat. 437), as amended 
(U.8.C.A., title 30, sec. 226, 1958 supp.), is hereby amended as follows: 

Strike out the words “‘for a primary term of five years” and insert in lieu thereof 
the words “‘for an initial term of ten years”, and strike out the third paragraph in 
said section 226 in its entirety. 

Sec. 2. The Act is hereby amended by adding a new section to read as follows: 

“Sec. 17f. A noncompetitive lease for land on which drilling operations are 
being condutted at the end of the term of such lease shall be extended fortwo 
years and so long thereafter as oil or gas is produced in paying quantities. No 
extension shall be ar nas under this section, unless an application therefor is 
filed within a period of ninety days prior to expiration of the base lease by the 
record title holder thereof or an ee whose ent has been filed for 
approval or an operator whose operating agreement been approved or file 
for approval.” 

Sxc. 3. That the first sentence in section 17(a), as added to the Act by the Act 
of August 8, 1946 (60 Stat. 952; U.S.C.A., 30, sec. 226(d), 1958 Supp.), is 
hereby amended as follows: Strike out the words ‘ primary term of five years” 
and insert in lieu thereof the words “initial term of ten years”. 

Sec. 4. Strike out the ninth sentence in section 27 of the Act, as amended 
(U.8.CA., title 30, sec. 184, 1958 .), and insert in lien thereof the ne 
séntence: “No person, association n, except as herein provid 
shal} take, hold, own or contro directly or indireetly, by option or otherwise st 
one tne il or gas leases exceeding “in aggregate two hundred forty-six thov- 
sand and eighty acres granted hereunder im any one’ State, except that in the} 
State of Alaska no person, association, or corporation, except as herein provided, 
shall take, hold, own or control,‘directly or indirectly, by Bsn or otherwise s# 
one time oil or gas leases exeencing in the te 300, acres granted here- 
under: Provided, That producing oil and gas es shall be excluded in determin 


ing the acreage holdings under this seetion; and no person, association, or 0 
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poration shall take or hold phosphate leases exceeding in the aggregate ten 
thousand two hundred and forty acres in the United States’ and strike out 12th, 
13th, and 14th sentences of said section. 

Sec. 5. In the first sentence of section 30(a), as added to the Act by the Act 
of August 8, 1946 (60 Stat. 955), as amended (U.S.C.A., title 30, sec. 187(a), 
1958 Supp.), change the provision concerning the effective date to read ‘‘shall 
take effect as of the last ri Sw the lease month in which filing thereof was made 
in the upar Inncottice of t criginal executed counterparts thereof, or certified 

jes thereof.” .»  —. : 

ec. 6. In the fifth sentence of section 30(a), as added to the Act by the Act 
of August. 8, 1946 (60 Stat. 955), as amended (U.S.C.A., title 30, sec. 187(a), 
1958 Supp.), strike out all after the semicolon and insert in lieu thereof the words 
“and the segregated leases shall continue in full force and effect for the ten-year 
term of the base lease, or any extension thereof, and for so long thereafter as oil 
or gas is produced in paying quantities on any of the segregated leases.” Strike 
out the last sentence of said section 187(a) of title 30, United States Code 
Annotated, 1958 Supplement, and insert in lieu thereof the following words: 
“Any lease segregated under the provisions of this section, unless terminated as 
otherwise provided in the Act of February 25, 1920 (41 Stat. 437), as amended, 
shall continue in force and effect for not less than two years and for so long as 
an. sogreeeied portion ef the same lease shall continue in force and effect.” 

Bec. . Norepeal or amendment made by this Act shall affect any right acquired 
under the law as it existed prior to such repeal or amendment, and such right 
shall be governed by the law in effect at the time of its acquisition; but any record 
holder of a noncompetitive lease issued and in good standing under the provisions 
of the Mineral Leasing Act of February 25, 1920 (41 Stat. 437), as amended, as it 
existed on the effective date of this Act may file an application within one year 
ifter the effective date of this Act, to exchange his lease for a new lease under 
this Act: Provided, That the land in such lease is not withdrawn from oil and gas 
leasing and is not on the known geologic structure of a producing oil or gas field 
and the term of such exchange lease when added to the term of the base lease 
shall not exceed a total of twenty years unless extended by actual production on 
the lease and provided further that the annual rental for such exchange lease 
prior to discovery on the leased land shall be one dollar ($1.00) per acre or fraction 
thereof. 


Xx 











